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Special Report: Mortgage and Student Loan Forbearance
During the COVID-19 Pandemic

By Emily Wavering Corcoran and Nicholas Haltom

In addition to direct financial supports for addressed two consumer credit products: mort-
consumers — including unemployment insur- gages and student loans.? Mortgage debt and
ance and economic impact payments — federal student loan debt rank as the number one and
and state governments and individual financial two largest categories of outstanding household
institutions have enacted forbearance policies in debt, respectively. According to data from the
response to the COVID-19 pandemic.! Forbear- New York Fed Consumer Credit Panel (CCP), in
ance is a special arrangement that allows bor- the second quarter of this year, there was $14.27
rowers to suspend loan payments for a set period trillion in total household debt — 69 percent of
of time. The forbearance policies enacted by the that balance was mortgage debt, while 11 per-
federal government through the coronavirus re- cent was student loans. (See Figure 1.)°

lief bill (commonly referred to as the CARES Act)

Figure 1: Total Debt Balance and its Composition
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Current forbearance programs are intended to help
individual households, loan servicers, and the overall
economy. Forbearance helps households maintain fi-
nancial security by supporting their ability to allocate
spending toward things they need now and to avoid
delinquency or default. It also helps prevent hits to
their credit score. Forbearance helps loan servicers
mitigate losses that would occur through more costly
default. On a large scale, helping tens of millions

of households reallocate their spending from debt
service to current consumption of goods and ser-
vices directly supports current economic activity.
Forbearance also prevents a potential sudden and
widespread wave of defaults that could have severe
negative effects on the economy overall.

Still, forbearance only provides short-term relief, and
the debt must be reckoned with at some point in the
future. While forbearance can be highly effective at
preventing serious delinquency in the short term,
the COVID-19 pandemic may present a much longer-
term challenge for both borrowers and servicers.
Mortgage and student loan borrowers may face
economic hardship and uncertainty that last well be-
yond the forbearance term, while mortgage servicers
may face liquidity strains as they simultaneously pro-
vide relief to their customers and fulfill their payment
obligations to investors. This special report aims to
contextualize the existing forbearance programs by
discussing (1) how the CARES Act forbearance pro-
grams are currently designed; (2) how mortgage and
student loan borrowers were faring pre-COVID-19;
and (3) what the financial future of households and
servicers might look like as the programs continue
and end.

How Are CARES Act Forbearance Policies
Designed?

The CARES Act, which became a law on March 27,
establishes mortgage and student loan forbearance
programs that are designed to provide substantial
support and minimal administrative burden to bor-
rowers. While a mortgage or student loan borrower
is in forbearance under the CARES Act, their loan ser-
vicer cannot charge any additional fees, penalties or
interest, and they cannot report missed payments to
the credit bureaus. Although the CARES Act does not
specify repayment terms, federal guidance prohibits

servicers from requiring customers to pay the
full balance of missed payments as soon as their
forbearance period ends (also known as“lump
sum” or “balloon” payments). Instead, servicers
should ensure borrowers know all of their repay-
ment options.

CARES Act mortgage forbearance eligibility
extends to all borrowers with a federally-backed
mortgage — that is, a mortgage insured, pur-
chased, and/or securitized by a federal entity,
such as the Federal Housing Administration
(FHA), the Department of Veterans Affairs (VA),
Fannie Mae, or Freddie Mac. This covers approxi-
mately 70 percent ($7 trillion) of single-family
home mortgages.* The CARES Act makes these
borrowers eligible for forbearance if they submit
a request to their loan servicer and affirm that
they are experiencing economic hardship that is
directly or indirectly linked to the COVID-19 pan-
demic. No additional documentation is required.
The CARES Act guarantees an initial forbearance
period of 180 days and allows borrowers to re-
quest an additional 180-day extension.

Notably, the CARES Act did not provide specific
support for mortgage servicers, but support

has emerged since its passage. Support was of
particular concern to nonbank servicers, which
did not have access to the same liquidity facilities
as banks. As a general rule, mortgage servicers
are required to advance principal and interest
payments even when those payments are missed
due to forbearance. When forbearance is short
and targeted, this is not a problem because mort-
gage servicers — even those that are nonbank
servicers — typically have enough capital on
hand to cover the shortfall and still make good
on their required obligations. But current mort-
gage forbearance was expected to be potentially
widespread. Consequently, Fannie Mae and Fred-
die Mac have put a four-month cap on servicers’
obligations to deliver missed payments. And Gin-
nie Mae, which guarantees payments to investors
in mortgage-backed securities (MBS) backed

by FHA, VA, and other federally guaranteed or
insured loans, created a lending facility that ser-
vicers can access to cover payment obligations.
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Of course, an economic downturn affects more than
just homeowners and mortgage servicers. Renters
are similarly vulnerable. Although a full examination
of COVID-19 rental housing support falls outside of
the scope of this publication, a range of federal, state,
and local policies were enacted to help renters stay
in their homes, including eviction moratoriums and
rent relief.> Additionally, like single-family homeown-
ers, landlords with federally-backed mortgages are
eligible for CARES Act forbearance (originally a 90-
day period that was extended by another 90 days).
Participating landlords may not evict tenants for
financial hardship through their forbearance term.
Still, some research suggests that more support is
needed, and there are concerns about renter housing
stability once eviction moratoriums are lifted.®

Turning to forbearance policy for student loans, relief
for borrowers has been even more automatic than
for mortgages. The federal government is the prima-
ry provider of student loans in the country, and the
CARES Act automatically places all federal student
loans owned by the Department of Education (ED) in
administrative forbearance at 0 percent interest from
March 13 to September 30. Borrowers do not have to
request relief based on financial hardship. Prior to the
passage of the CARES Act, about 88 percent ($1.340
trillion) of total outstanding federal student loans
were ED-owned, covering 42 million borrowers.”
Student loans that were excluded from automatic
forbearance include Federal Family Education Loan
(FFEL) Program loans owned by commercial lenders
and Federal Perkins Loans held by schools (which
combined make up the remaining 12 percent of
outstanding federal student loans), plus about $120
billion in outstanding private loans made by financial
institutions, state agencies, or schools.®

Do borrowers without a federally-backed mortgage
or ED-owned student loan have relief options? The
short answer is: maybe. Federal and state financial
regulators issued a joint statement in April that
broadly encourages mortgage servicers to be flex-
ible when responding to customer requests and
assures financial institutions that they will not face
enforcement actions as they respond to mortgage-

borrower requests.’ Although forbearance is not
guaranteed, a number of mortgage servicers
have announced that forbearance or other relief
programs are available to those impacted by the
COVID-19 pandemic.’ Similarly, many student
loan servicers are offering short-term relief to
borrowers, but the terms vary, and borrowers
must contact the loan servicer to request relief.
Some states, including Virginia, have supported
this process by entering into a formal agreement
with student loan servicers to give state resi-
dents relief for loans that were excluded from the
CARES Act."

How Were Borrowers Faring Prior to the
Pandemic?

Attention is starting to turn to the question of
borrowers’ ability to service their debt after for-
bearance ends. One way to gain insight into the
future is to look at how borrowers were faring
before the pandemic hit. For broad context, it’s
worth noting that mortgage holders are in gen-
eral economically advantaged relative to stu-
dent loan holders. For example, data from the
Federal Reserve’s Survey of Consumer Finances
show that families with mortgages tend to
have much higher net worth than families with
student loans.' In this section we look specifi-
cally at the issue of borrowers’ ability to make
their payments by examining the prevalence of
mortgage and student loan delinquency and
forbearance prior to COVID-19.

Prior to the pandemic, indicators of borrowers’
ability to stay current on their payments varied
significantly between mortgages and student
loans. In the last quarter of 2019, serious mort-
gage delinquency — defined in the New York
Fed’s Quarterly Report on Household Debt and
Credit as the percent of outstanding debt that
was 90 days or more past due (including de-
fault) — was quite low at 1.1 percent. By con-
trast, serious student loan delinquency was 11.1
percent.

Page 3



As shown in Figure 2, delinquency rates have long
diverged between mortgages and student loans.
Mortgage delinquency surged during the Great Re-
cession but has otherwise been relatively low and
has decreased over time. Alternatively, student loan
delinquency is relatively high and has increased
over time.

Mortgage delinquencies spiked during the Great
Recession and trended downward as the econo-
my recovered. Since the recovery, lending stan-
dards have tightened, house price growth has
been positive and relatively stable, and mortgage
debt service payments as a percentage of dispos-
able income have fallen to their lowest level in 40
years.”?

Figure 2: Percent of Balance 90+ Days Delinquent by Loan Type
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Several factors help explain these pre-pandemic
level and trend differences. In the mortgage market,
credit terms are tailored to individual borrowers and
reflect, among other considerations, the value of

the house being acquired. But federal student loan
borrowing limits and interest rates are generally
uniform and disconnected from an assessment of a
student’s ability to repay. In addition, mortgage loans
are secured by real property, while student loans are
unsecured and fund intangible human capital (i.e.,
knowledge and skills). If a mortgage borrower gets
into significant financial trouble, debt relief may be
available through modifying the loan, parting with
the home, or seeking relief through the bankruptcy
process. Student loan borrowers may be eligible to
pause or reduce payments, but they cannot sell their
human capital like other assets, and in most cases,
they cannot discharge their loans in bankruptcy.
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By contrast, student loan delinquency has
remained elevated in the post-Great Recession
period. Part of this is explained by a portion of
large student loan balances that are delinquent;
a small number of borrowers have large bal-
ances, but those balances make up the majority
of outstanding student loan debt. Research also
indicates that much of the rise in serious delin-
quency can be explained by a Great Recession
surge in enrollment and borrowing by nontra-
ditional student loan borrowers who attended
private for-profit and public two-year colleges.™
These students had relatively high noncomple-
tion rates and weak labor market outcomes. They
also tended to be first-generation borrowers from
lower-income families.
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Beyond pre-pandemic delinquency rates, what do
we know about forbearance rates prior to COVID-19?
Before the pandemic, the mortgage and student
loan markets handled forbearance in very different
ways.

Prior to the pandemic, the mortgage industry did
not systematically track the number of mortgages

in forbearance, because forbearance was either
highly personalized to the borrower, or enacted in
response to a shorter-term disaster. Instead the in-
dustry tracked delinquency, default, foreclosure, and
short sale rates to identify when forbearance may be
necessary and to understand the efficacy of forbear-
ance in preventing home loss. Data from forbearance
programs enacted after the 2017 hurricane season
help illustrate this tracking method. The 2017 hur-
ricane season led to a spike in serious delinquencies
(90+ days past due) in disaster affected counties, and
forbearance programs helped prevent home losses
over the following year. According to Black Knight's
McDash mortgage performance data, these forbear-
ance programs helped bring the home loss rate
down to 1 percent among seriously delinquent bor-
rowers in hurricane affected areas, despite the initial
spike in serious delinquency.'

On the student loan side, the office of Federal
Student Aid provides deferment and forbearance

Figure 3: National Mortgage Forbearance Rate
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options to federal student loan borrowers who
experience financial hardship. The office reports
participation in these programs on a quarterly
basis. At the end of last year, 5.6 percent of the
total federal student loan balance was in discre-
tionary forbearance or deferment due to unem-
ployment or economic hardship (1.79 million bor-
rowers). This was in addition to the much higher
percentage of loans in serious delinquency.

Where Do Forbearance Rates Currently Stand,
and What Might the Future Hold After
Programs End?

Indications are that mortgage borrowers and
servicers as a whole are weathering the storm
better than expected. In mid-April, Black Knight
announced that they would be tracking mort-
gages in forbearance through their McDash Flash
Forbearance Tracker. As of August 18, 3.9 million
homeowners were in forbearance. This represents
7.4 percent of all mortgages and $833 billion in
unpaid principal balance. (See Figure 3.)'* These
figures are down from the late-May peak of 4.76
million loans in forbearance — or 9.0 percent of
all mortgages — representing over $1 trillion in
unpaid principal. Although this may seem high,
the forbearance uptake rate is lower than some
expected, especially worst-case scenarios that
put the expected rate near 30 percent."”

Page 5



Second quarter data on student loan forbearance is
not yet available from the office of Federal Student
Aid. But, given that the vast majority of outstand-

ing federal student loans were automatically placed
in administrative forbearance, we expect to see a
major shift in loans from repayment status (including
delinquency status) to forbearance. We can already
see this shift from the CCP data in Figure 2 above. In
the second quarter, there was a sharp decline in the
percent of debt counted as seriously delinquent.

What might these borrowers face going forward? On
August 8, President Donald Trump issued an Execu-
tive Memorandum extending forbearance for ED-
owned federal student loans through the end of the
year, beyond the CARES Act expiration date of Sep-
tember 30.'® Even so, borrowers face some significant
headwinds. As of writing this publication, the $600
per week in additional federal unemployment insur-
ance (Ul) benefits has expired, and Congress has not
passed other additional stimulus measures. A sepa-
rate Executive Memorandum established additional
Ul up to $400 per week, but the degree to which that
money will reach out-of-work individuals remains
unclear.” For borrowers who previously received Ul
and economic impact payments, a drop in dispos-
able income will make it more difficult for them to
make ends meet overall, including servicing other
debt. The July employment report also indicated that
the jobs recovery may be slowing, potentially further
hampering future income prospects for borrowers.?

Should hard times continue beyond when automatic
forbearance eventually ends, federal student loan
borrowers will be able to access standard deferment,
forbearance, and income-driven repayment pro-
grams, just like they could before the pandemic. But
enrollment in these programs is not automatic; bor-
rowers will have to overcome administrative hurdles
to determine their eligibility and to secure support.
And these programs are also not available to borrow-
ers whose loans are in default status (unless these
borrowers go through loan rehabilitation or consoli-
dation first). These borrowers face the prospect of

a January restart in interest accrual, wage garnish-
ment, and offsets of tax refunds and Social Security
benefits, which has been on pause since March.

Mortgage borrowers have a longer time horizon
for low hurdle, CARES Act forbearance support
than student loan borrowers (up to 360 days).
But some of the same headwinds facing student
loan borrowers, namely exhaustion of other
government benefits and a slowing employment
recovery, could result in financial hardship for
mortgage borrowers as well. For borrowers with
both a mortgage and student loans, the cessa-
tion of student loan forbearance could also make
it more difficult for homeowners to stay current
on payments. On the positive side, record low
mortgage interest rates may bolster ability to
repay for borrowers eligible to refinance.?' The
strong housing market overall — including stable
house prices, low interest rates, and homeown-
ers'relatively high equity — generally provides a
buffer against pandemic-driven economic shocks
and incentivizes borrowers to continue payment.

Where Does That Leave Us?

CARES Act mortgage and student loan forbear-
ance policies support individual borrowers and
help stabilize markets. Although these policies
and other government support have not elimi-
nated financial stress completely, there are some
positive signs about their efficacy. The CARES

Act Ul benefits and economic impact payments
helped households absorb initial financial shocks,
and in some cases, even put the household in a
better financial position; a portion of the popula-
tion either saved their economic impact payment
or used the money to pay down debt.* In addi-
tion, with forbearance programs in place, mort-
gage delinquency has remained low, and the
administrative pause in student loan repayment
has kept borrowers from falling into (or further
into) delinquency.

Notably, mortgage forbearance uptake has been
moderate, compared to projected uptake, and

is declining. Mortgage servicers initially experi-
enced liquidity strain with forbearance provision,
but liquidity and regulatory supports appear to
have provided stability. The picture is opaquer on
the student loan side. With all borrowers auto-
matically placed in forbearance, we lack a good
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understanding of the true degree of uptake — but
pre-COVID-19 measures of ability to pay indicate that
a relatively high percentage of student loan borrow-
ers were already struggling with repayment.

All that said, the next several months will be impor-
tant for household financial security, and there are
several related issues that the Richmond Fed is con-
tinuing to monitor: What will employment recovery
look like, and how will potential large-scale indus-
try shifts affect workers and households across all
income brackets? What is the relationship between
local COVID-19 outbreaks and household financial
distress??* How will the expiration of government
benefits, or the introduction of new stimulus mea-
sures, affect household balance sheets? Once mort-
gage and student loan forbearance programs even-
tually end, it will be especially important to monitor
which borrowers are struggling with repayment, so
that policymakers can consider targeted options to
support these individuals. m

Emily Wavering Corcoran is a research analyst, and
Nicholas Haltom is a senior manager for research/re-
gional and community analysis in the Research De-
partment of the Federal Reserve Bank of Richmond.
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