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Mortgage Borrowers’ Use of COVID-19

Forbearance Programs

Lara Loewenstein and Bezankeng Njinju

The guarantee of mortgage forbearance provided in the CARES Act is an unprecedented provision of flexibility for
governmentinsured mortgage borrowers and has been successful thus far at limiting delinquencies during the COVID-19
pandemic. The terms of this forbearance are favorable to borrowers, and there is little required in terms of documentation
of hardship, making requesting forbearance an attractive option even if borrowers are not facing hardship and do not need
forbearance to remain current on a mortgage. Despite this, evidence indicates that so far CARES Act forbearance has
largely been used by borrowers who did actually need it. The success of forbearance in providing households liquidity and
in reducing mortgage delinquencies, and its many potential benefits relative to foreclosure in terms of aligning incentives
among the borrower, lender, and neighboring homeowners, raises questions for how policymakers should approach
mortgage policy during the next economic downturn and about how mortgage contracts are designed.

Introduction

At the end of March 2020, in response to the ongoing SARS-
CoV-2 (COVID-19) pandemic, the United States Congress
passed the Coronavirus Aid, Relief, and Economic Security
(CARES) Act, which guarantees 12 months of forbearance
to all borrowers of government-insured mortgages while

the national declared state of emergency remained in effect.
This specific extension of forbearance is easy to obtain,
requiring only that borrowers verbally attest to hardship
without having to provide supporting documentation,

and has favorable terms in that no interest is charged on
forborne balances.! The program has successfully limited
mortgage defaults (Kim et al., 2021) and provided financial
flexibility for homeowners, particularly during the early days
of the pandemic when there was high unemployment and
economic uncertainty.

The CARES Act is not the government’s first foray into
mortgage forbearance. Forbearance has been offered

to victims of natural disasters such as hurricanes. But
forbearance has never been guaranteed on such a broad
scale, with such little evidence of individual hardship,? or for

such a long period of time. As of February 2022, the national
emergency was extended past March 1, 2022, extending
access to forbearance beyond two years for all borrowers of
federally insured loans.

As a policy, forbearance has many potential benefits for
lenders, borrowers, and the broader economy relative to
alternatives. Borrowers often become delinquent because of
temporary shocks such as unemployment, divorce, or health
problems (Low, 2021). On an informal basis, borrowers
may be able to miss a couple of mortgage payments before
a lender initiates foreclosure; however, the borrower can
generally “cure” the loan by repaying the missed payments
in full, requiring the borrower to have access to a large
amount of cash within a given timeframe. The borrower
can also receive a loan modification, which might, for
example, capitalize any missed payments into the loan
balance. However, historically, modifications for residential
mortgages have been rare, most likely because lenders

fear that borrowers who do not truly need a modification
will actively seek one out if modifications are more widely
available (Adelino et al., 2013). By contrast, the forbearance
provided by the CARES Act is guaranteed for 12 months
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and allows for a variety of exit strategies that avoid having
the borrower make up all their missed payments at once.
A popular strategy for those who have exited forbearance
thus far involves making the forborne payments due as

a lump sum at loan maturity, when the borrower either
refinances or sells her home, providing the borrower with
the cash to pay off the balance.

Traditionally, after a borrower stops making payments,

a lender eventually initiates foreclosure proceedings.
However, foreclosure proceedings are costly to both the
lender and the borrower. The lender must pay legal and
administrative fees and abide by local legislation that
may limit how and when the foreclosure can proceed.

In the meantime, the borrower is aware that she is likely
to lose her home and will either move, resulting in both
personal and financial costs, or continue to reside in the
property. In the former case, the house is vacant and
without a clear owner to maintain it until the foreclosure
is completed. In the latter case, the property is occupied,
but the borrower has little incentive to maintain the
property since she expects to lose it. Either scenario leads
to potential depreciation of the collateral and potentially
the value of neighboring houses (Frame, 2010). By
contrast, in forbearance, the borrower maintains the
ownership of the property. As a result, the borrower does
not face any upheaval from having to move, the property
remains occupied, and the occupant retains an interest in
maintaining the property and its value.

One concern about forbearance programs is that people
who do not necessarily need forbearance will take
advantage of the program. As a consequence, the cost of
the program will be higher than it would otherwise be. The
forbearance provided to borrowers during the COVID-19
pandemic provides evidence of how borrowers have reacted
to a widespread and well-publicized provision of mortgage
modifications and therefore sheds light on moral hazard
concerns. Forbearance could generate other consequences
such as higher borrowing rates if, for example, the
availability of forbearance encourages borrowers to seek
higher loan balances and to raise overall risk. Such general
equilibrium effects are worth exploring, but they are not the
topic of this Commentary.

Research to date has shown that CARES Act forbearance
has gone largely to those borrowers who needed it in order
to stay in their homes, with relatively high uptake rates
among low-income and racial and ethnic minority borrowers
(Akana et al., 2021; Farrell et al., 2020; An et al., 2022;
Cherry et al., 2021). In this Commentary, we provide additional
evidence that most borrowers have not used forbearance

in a strategic manner. That is, they have not sought out
forbearance in a manner that maximizes the benefits while
avoiding the costs (specifically, the inability to refinance).
This is consistent with borrowers’ using forbearance for its
intended purpose: as a means of remaining current on a
mortgage. This experience with forbearance raises questions

about how policymakers should approach mortgage payment
relief during periods of economic turmoil and how mortgage
contracts should be designed.

How Borrowers Could Have Used Forbearance
Strategically

Our goal is to ascertain whether there is evidence that
borrowers who were not facing hardship because of the
pandemic requested forbearance. The data we use do

not offer direct observations of whether a borrower was
affected by the GOVID-19 pandemic, and they likewise do
not provide information on employment status or income.
However, if borrowers who were not facing hardship were
requesting forbearance, then there should be evidence

that they were doing so in a way to minimize the costs of
forbearance while maximizing the benefits in ways that
borrowers who truly need forbearance would have less
flexibility to do. More specifically, when a borrower is

in forbearance, she is unable to refinance her loan, and
purchasing a new home can be more difficult for her than
for those similarly qualified borrowers who are not in
forbearance since she has to concurrently negotiate her exit
from forbearance. Using these two facts along with the length
limits placed on forbearance, we identify three observable
ways in which borrowers may have used forbearance
strategically, that is, uncoupled from an immediate need.?
While what follows is not an exhaustive list of ways in which
borrowers could have used forbearance to their advantage,
these ways are directly observable in our data.*

First, borrowers buying a new home may wait until after
their home purchase to request forbearance. This may be
especially true for borrowers who are purchasing a first home
as they are often more financially constrained. If borrowers
were strategic in their use of forbearance, we would expect
the probability of forbearance to be relatively higher for
borrowers in the months soon after a home purchase.
Second, borrowers may have requested forbearance after
they refinanced their mortgage loans. One of the main
downsides of being in forbearance is the inability to
refinance, but if borrowers waited until after they refinanced
to request forbearance, they would have locked in their lower
interest rate and still reaped the rewards of forbearance.
Third, borrowers could stay in forbearance for the maximum
allowed time. In general, servicers provide borrowers with a
three- or six-month forbearance, with an optional extension
if requested by the borrower. The CARES Act stipulated

that borrowers were allowed up to 12 months of forbearance.
However, borrowers of federally backed mortgages that
entered forbearance before a given date were able to extend
their forbearance up to a total of 18 months.

We look at each of these three different ways in which
borrowers could have strategically used mandated forbearance
to their advantage. For the first, we compare rates of entry
into forbearance for federally backed purchase mortgages® by
first-time and repeat homebuyers. For the second, we look at



forbearance entry rates of recently refinanced mortgages.
For the third, we look at the rate at which borrowers in
forbearance exited forbearance. If borrowers had been
attempting to max out their allowed forbearance, we
would expect to see an increase in forbearance exits at the
maximum allowed forbearance period.

Data

We focus on loans in Ginnie Mae securities. Ginnie Mae

1s a government agency that insures the timely payments
to investors in Ginnie Mae mortgage-backed securities.
The mortgages in these securities have mortgage insurance
provided by other government agencies, including the
Federal Housing Administration (FHA), which provides
mortgage insurance on loans to low-income borrowers and
is a popular program among first-time homebuyers.

While the CARES Act guaranteed forbearance to
borrowers of government-insured loans, which includes all
loans in Ginnie Mae securities and those in Fannie Mae and
Freddie Mac securities, we focus on loans in Ginnie Mae
securities for three reasons. First, Ginnie Mae mortgage
borrowers are more financially vulnerable than borrowers
of Freddie Mac or Fannie Mae loans. Second, borrowers
who use the FHA (Federal Housing Administration) or VA
(Veterans Affairs) programs are aware at loan origination
that their loan has a government guarantee and that

they are therefore eligible for forbearance. By contrast,

a borrower is usually unaware if her loan is sold into a
Fannie or Freddie security since lenders make that decision
after the loan is originated. Third, we have data on when
borrowers entered and exited forbearance for the universe
of Ginnie Mae mortgage loans.

We use loan-level data from eMBS. This is a comprehensive
database of agency mortgage-backed securities (MBSY),
including MBS backed by Ginnie Mae. Beginning in June
2020, the Ginnie Mae data also include information on
forbearance, and this information identifies exactly when

a borrower entered forbearance relative to the origination
date of her mortgage. While this information starts in June
2020, it includes forbearance entry dates prior to that time.
The Ginnie Mae data also include a flag indicating whether
a borrower is a first-time homebuyer.

Strategic Use of Forbearance by Homebuyers Was
Limited

We look to see whether there is evidence of each of the
strategic uses of forbearance that we have identified.

The likelihood of entering forbearance afler home purchase

To see how likely it is that a homebuyer who recently
purchased a home enters forbearance, we look at purchase
mortgages originated before and after the CARES Act
was passed and calculate the probability that those loans
enter forbearance. For example, for purchase mortgages

originated in January 2020, we take the number of loans
entering forbearance in a given month divided by the
number of these loans outstanding at the beginning of that
month. This gives us a measure of the probability that a
purchase loan originated in January 2020 subsequently
entered forbearance in that month. This rate is often
referred to as a “hazard rate.” We then perform a similar
calculation for loans originated in other months. If
borrowers had been using their access to forbearance
strategically, we would expect that borrowers who
purchased a home after March 2020, when the forbearance
policy was put into place, would have relatively high rates of
entry into forbearance.

Figure 1: FHA Forbearance Rates for First-Time Homebuyers
and Non-First-Time Homebuyers

Percent in forbearance
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Source: eMBS

Note: Percent of mortgages in forbearance. First-time homebuyers
defined using the flag provided by eMBS that is available starting in 2012.
Sample is limited to loans originated in 2012 or later.

Since first-time homebuyers have, on average, fewer assets
than repeat homebuyers, and therefore may be relatively
more tempted to apply for forbearance, we conduct this
analysis separately for first-time homebuyers and repeat
homebuyers. This separation is motivated by the higher
overall forbearance rate for first-time homebuyers (at least
among borrowers of Ginnie Mae loans), as depicted in

Figure 1.

The results of this analysis are in Figure 2. The top-left
panel is for first-time homebuyers, and the top-right panel is
for repeat homebuyers. Each line depicts the probability of
entering forbearance for loans originated in a given month
for each month relative to mortgage origination.



Figure 2: Probability of Entering Forbearance by Origination Month
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Note: Values are the percent of mortgages entering forbearance in a given month starting in April 2020. Each line represents a cohort of
mortgages originated in a given month, and values are plotted against the number of months since origination.

The black line for either first-time or repeat homebuyers

is the probability that a purchase loan that was originated
in January 2020 entered forbearance. For these loans,

the line does not start until April 2020, when these loans
would have first been legally eligible for the forbearance
guaranteed by the CARES Act. The probability of entering
forbearance for these loans was highest in April 2020 and
fell quickly thereafter. So while borrowers were quick to
enter forbearance when it was first offered, their propensity
to enter forbearance then quickly declined. We see similar
patterns for loans originated in February and March 2020.
There is an initial spike in the likelihood of entering
forbearance after the CARES Act is passed and then a
drop. The peak forbearance period for loans originated

m March 2020 1s actually in May 2020, but this is likely
because the first mortgage payment is generally due at least
a month after the loan is originated.

By contrast, mortgages originated well-after the CARES Act
was put into place are relatively unlikely to enter forbearance.
For these loans, the probability of entering forbearance
remains below 1 percent right after the loans are originated
and remains low six months later. This is true for both first-
time homebuyers and repeat buyers. This situation indicates
that borrowers were not purchasing homes with the mtent of
entering forbearance after the loan was originated. Instead,
forbearance uptake was higher for borrowers who were
already in their homes, and they likely requested forbearance
because they faced or anticipated facing a liquidity shock.
While it is possible that these borrowers were delaying asking
for forbearance until a later date, forbearance was only
guaranteed while the state of emergency was in effect. Since
the state of emergency could be revoked at any time, there
was little incentive to delay entering forbearance.

It is also worth comparing the loans originated in May 2020
and those originated in either July 2020 or July 2021. It
takes time to purchase a home and apply for a mortgage. It
is very likely that borrowers who had their purchase loans
originated in May 2020, had already started the process of
the home purchase prior to the passage of the CARES Act.
Therefore, if borrowers had been acting strategically, we
may have expected that borrowers who started the home
purchase process after they were aware that forbearance was
available would have been more likely to enter forbearance,
but we see no evidence to support this kind of behavior.

The likelihood of entering forbearance after a refinance

Since borrowers in forbearance are not eligible to refinance,
borrowers could have waited to request forbearance until
after they refinanced. This would have allowed them to
delay making mortgage payments while locking in a low
long-term mortgage rate.

We perform a similar analysis with refinances to that which
we conducted with new purchase mortgages and look at
the probability of entering forbearance by loan age across
different vintages of refinance originations. The results

are in Figure 3. Similar to new home purchases, we see
high rates of forbearance uptake right after the CARES
Act was passed. But there is no evidence that borrowers
who refinanced after the CARES Act was in place (when
the availability of forbearance was well-publicized) were
entering forbearance at higher rates. In fact, loans that were
originated in July 2020 and 2021 were less likely to enter
forbearance than other vintages.



Probability of entering forbearance

It is worth noting that many loans in Ginnie Mae
securities are eligible for streamline refinances, which are
rate refinances that do not require a new home appraisal
or new income verification. Therefore, it is not that people
who were less likely to need forbearance were the only
ones who were eligible to refinance. Borrowers would have
been able to refinance even if they had lost their jobs or
were otherwise facing a hardship.

A substantial fraction of borrowers did remain in forbearance
for 12 months. About 40 percent of borrowers remained

in forbearance until their eleventh month, after which

there is a sharp decline in those remaining in forbearance;
however, this decline also appears for borrowers who are
eligible for 18 months of forbearance. So while almost 40
percent of borrowers effectively maxed out their 12 months
of forbearance, there is little evidence that borrowers were
anxious to continue their forbearance policy.

Figure 3: Probability of Entering Forbearance by Origination
Month for Refinances
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Note: Values are the percent of mortgages entering forbearance in a
given month starting in April 2020. Each line represents a cohort of
mortgages originated in a given month, and values are plotted against
the number of months since origination.

The likelihood of maximizing the forbearance period

"The third way in which borrowers might have observably
taken advantage of available forbearance is to use the
maximum time allowable in forbearance. To look at
whether borrowers were attempting to maximize their
allotted time in forbearance, we calculate the share of
mortgages that remains in forbearance after a given
number of months. If a significant number of borrowers are
attempting to maximize their forbearance, then the share of
mortgages in forbearance should remain high, with a big
drop when borrowers reach their maximum allowed period.
The CARES Act initially guaranteed borrowers 12 months
of forbearance. This was later extended to 18 months for
borrowers already in forbearance plans as of June 30, 2020.

The results appear in Figure 4, which shows that of the
borrowers who entered forbearance, 20 percent of them
had exited by their third month. Only half of the mortgages
that entered forbearance were still in forbearance six
months later. Mortgage servicers often reached out to
borrowers every three months to remain in contact about
their forbearance policy, a practice which is consistent with
borrower behavior.

100

Percent remaining in forbearance

Figure 4: Share of Borrowers Remaining in Forbearance by
Month After the Start of Forbearance

Refinances

— 12 month max
18 month max

0 1 1 1 1 1 1 1 1 |

1 3 5 7 9 1 13
Months in forbearance

Source: eMBS

Note: The share remaining is calculated as the cumulative product of
the probability of remaining in forbearance. The probability of remaining
in forbearance is the share remaining in forbearance at the end of a
month over the number in forbearance at the beginning of the month
wherein the month is relative to the start of the forbearance. Ginnie Mae
mortgages are eligible for up to 18 months of forbearance if a borrower
had requested an initial forbearance plan by June 30, 2020. Borrowers
who requested forbearance after June 30, 2020, are eligible for 12
months of forbearance.

Implications for Future Mortgage Payment Relief and
Mortgage Contract Design

The lack of borrowers’ strategic use of forbearance has
implications for how policymakers address future economic
shocks and potentially for how policymakers design
mortgage contracts. Given the success of forbearance
during the COVID-19 pandemic at keeping homeowners

in their homes, reducing delinquencies, and providing
homeowners with additional financial flexibility—especially
when compared to the high default and foreclosure rates
seen during the Great Recession—it is reasonable to consider
how forbearance could be used during future periods

of economic instability such as a recession or another
pandemic. The main caveat when applying our recent
experience with forbearance to other recessions is that house
prices grew dramatically during the COVID-19 pandemic.
During periods of falling house prices, a household may

not default just because of short-term liquidity issues, but
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also because the mortgage balance is substantially higher
than the house is worth on the current market. If house
prices decline, households may request forbearance with the
express intent of never resuming payments or in an attempt
to get a modification that includes a substantial reduction in
principal balance.

However, research has shown that the majority of
borrowers with substantial negative equity in their homes
do not default (Foote and Willen, 2018). Defaulting because
of a desire to avoid payment, as opposed to an mnability, is
often called “strategic default.” Concerns over strategic
default drove some policy programs in the wake of the
Great Recession that attempted to improve household
equity positions by reducing the principal balance of a
mortgage. But researchers have shown that these programs
were much less successful at reducing defaults than those
that targeted reduced mortgage payments because they did
not solve the household’s liquidity position (Scharlemann
and Shore, 2016). A successful program to reduce
delinquencies addresses a household’s liquidity concerns,
not necessarily its debt balance, and this is exactly what
forbearance does. While the CARES Act forbearance
guaranteed during the GOVID-19 pandemic required little
in terms of documentation of hardship, one can easily
imagine ways of increasing the burden on households (such
as verification of the receipt of unemployment benefits) to
further limit the use of forbearance to those in need.

Our increased understanding of what drives mortgage
default also indicates there may be a role for forbearance-
type policies during normal economic times. Job losses,
divorces, and deaths hit households idiosyncratically.

The provision of forbearance could be provided ad hoc

to households that are able to provide documentation of
hardship, or this provision could be written into a mortgage
document. One can think of many potential such contracts.
For example, mortgages could come with an option for

a short forbearance to be requested at the household’s
discretion. This option need not be free, but perhaps would
result in a cost, such as interest charged on the forborne
balances or a penalty paid at loan termination.

Conclusion

Policymakers’ experience with forbearance during the
COVID-19 pandemic and the knowledge they have
gained since the Great Recession about how and why
households default raises the question of how they might
address mortgage policy going forward. More consistent
use of forbearance, both during recessions and possibly to
address idiosyncratic shocks to households, may prove to
be a valuable approach. It has the potential to benefit all
parties involved. Specifically, it allows the borrower and
lender to avoid foreclosure, it keeps the home occupied,
and it ensures that both the borrower and lender retain an
interest in maintaining the home’s value. While we certainly
have more to learn about the costs to a more permanent
provision of forbearance—such as how it would affect
borrowing behavior and mortgage interest rates—what we
have learned from the pandemic was that despite the ease
with which homeowners were able to access forbearance,
there was no broad uptake of forbearance by those who
were not in need.

Endnotes

1. While a borrower is in forbearance, the mortgage
servicer bears the cost because the servicer is required to
front the missed payments to investors while temporarily
not receiving any remuneration from the borrower.
However, the servicer is required to do this for
delinquent loans, as well, and those forwarded balances
are eventually repaid by the government agency insuring
the loan. In the longer run, mortgage investors bear
some cost because the loans are often modified after
exiting forbearance, a situation which lowers cash flows
either because of the modification itself or because the
mortgage is purchased out of the pool.

2. During natural disasters such as hurricanes, access
to forbearance is limited to specific geographic areas

affected.

3. The CARES Act is silent on whether a borrower could
request forbearance more than once. However, given the
general expectation in 2020 that the pandemic would
be short lived, it did not make sense for borrowers to
delay requesting forbearance. In fact, about 20 percent
of borrowers who entered forbearance early in the
pandemic continued making their payments.

4. There are many other ways borrowers could have used
forbearance strategically that we cannot observe. The
most obvious would be to request forbearance despite
not facing an income loss. Or borrowers may have
requested forbearance after quitting jobs as opposed to
being laid off.

5. That is, mortgages used to purchase homes.
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