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Research Background & Objectives

Buying a home and getting a mortgage for the first time is one of the largest financial decisions that a household will make during its
lifetime. Prior research has shown that saving for a down payment and insufficient credit history are the biggest barriers to obtaining a
mortgage for home purchase.! Other research has found that consumers do not do much comparative mortgage shopping by getting
multiple quotes.?

Most of the research conducted thus far on this topic relies on survey methods, thereby providing a snapshot of consumer attitudes and
outcomes at a certain point in time. By design, such studies are less helpful for understanding the nuances of the home purchase and
mortgage shopping experience that for most consumers is a process that typically occurs over a period of time.

To gain richer insights and assist in the interpretation of the results of these past surveys, as well as to inform future research, in this study
we employed an ethnographic approach. This allows us to follow a small group of low- and moderate-income households over a
period of months during which they were actively engaged in activities that they hoped would result in a successful transition to
homeownership.

Specific research questions include:

* What are the different paths low- and moderate-income households take as they seek to become homeowners? What barriers do
they face and how do they overcome them?

* What is the role of the mortgage (home purchase financing) in the entire home-purchase journey?

* How do they shop for a mortgage? Who are the influencers?

1. Fannie Mae National Housing Survey®, Data Summary, Table q23ba - What would be your biggest obstacle to getting a mortgage to purchase or refinance a home today?
http://www.fanniemae.com/resources/file/research/housingsurvey/xls/nhs-022018-datasummary.xIsx

2. “Consumers’ Mortgage Shopping Experience,” Consumer Finance Protection Bureau, Jan. 2015, https://files.consumerfinance.qov/f/201501 cfpb_consumers-mortgage-shopping-experience.pdf
“What is the Mortgage Shopping Experience of Today’s Homebuyer?” Fannie Mae, April 2015, http://www.fanniemae.com/resources/file/research/housingsurvey/pdf/apr2015-topicanalysis-

presentation.pdf
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Executive Summary

Lack of Mortgage Focus Complicates Home Purchase Process.

U Research participants faced a number of barriers such as income instability and insufficient credit, resulting in a prolonged and
complicated home purchase process.

. About half of the research participants were able to buy a house at the completion of the research, while the other half had to go back to the
preparation phase, such as building credit or income history and budgeting before they could start again, making the whole home purchase journey

last for more than two years.

L Research participants considered the mortgage as a hurdle to overcome throughout the time-pressured home purchase process, not a
focus. Emotions about the mortgage ranged from neutral to negative (e.g., frustrating, overwhelming, and intimidating).

U During the whole home-buying process, research participants focused overwhelmingly on the home search (e.g., location and home
features) rather than the mortgage (e.g., how to get a mortgage, what lenders to work with, and when to get started).

. In early stages (before getting pre-qualified or pre-approved), research participants had vague ideas about mortgages.

. Some mortgage knowledge started to form once they began the pre-approval process. However, once prospective homebuyers selected a lender for a
pre-approval, they rarely re-evaluated lenders or mortgage choices.

" Research participants shopped around and negotiated many facets of the home purchase (e.g., closing time and repair costs), but not the mortgage
terms. Their selection of lenders focused on who could get them a mortgage by the deadline, allowing no time for comparison shopping.
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Research Methodology

/Qualitative methodologies are used to develop deeper insights, rather than quantitatively
projectable measures.

- Due to the sample size, the recruitment methods used, and the study’s objectives, these findings are qualitative in nature and
are not meant to statistically represent a larger population.

\ « The time demands of study participation limited sample to those with more time (e.g., no families with children).

~

A
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Research Methodology

A total of 14 low- and moderate-income prospective first-time home-buying households participated in this research, throughout a 4-9
month period, depending on their stage in home purchase, with 10 in greater Boston, MA, and 4 in greater Knoxville, TN.

Target Boston Knoxville Total Respondents
Gender (F/M) 8/2 2/2 10/4
Income Range $24,000 - $90,000 $15,600 - $58,000 N/A
Marital Status 3 single 3 single 6 single
7 married/partner 1 married/partner 8 married/partner

Ethnicity

Caucasian 5 3 8

African American 3 1 4

Hispanic/Latino 0 0 0

Asian American 1 0 1

Other 1 (Haitian American) 0 1
Purchased home at the 5/10 2/4 7/14
completion of this project

U All research participants were recruited before they got pre-qualified for mortgages (early in the home purchase journey).

U Ethnographic methods with multiple data-collection approaches were used, including three onsite (mostly in their own homes) in-
depth one-on-one interviews (10+/- hours for each participant), video diaries (up to weekly), pulse surveys, and research
participants’ mortgage documents. Data were analyzed iteratively, so questions were tailored to get the most complete picture of a
participant’s experience.

U Abt Associates was commissioned by Fannie Mae to conduct this study.
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The home purchase process generally involves three phases, from preparation, to
a cycle of decisions, to purchase.

0 Each homebuyer has to address each component of these phases in ways that are tailored to their personal circumstances. The
ways that buyers think about the mortgage and the emphasis they place on it vary in each stage.

“Cycle of
Decisions”

Preparation

. Improve credit score _ »
_Family Monthly High stress deadlines
circumstances budget
Mortgage focus
‘ Save for down payment ’ gad J
Timeli Home Inspection
imeline or .
. Savings
. deadline
Gather Information Cy(_:I_e of §ondo docs )
Decisions )
Home Insurance
_ Down-payment assistance
Quality _
of Location Sufficient Savings
house
Type of/ Add’'l underwriting documents
home
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Most research participants faced a number of barriers, making the home

purchase process prolonged.

L Research participants’ purchase timelines ranged from less than six months to more than two years.

Preparation

Preparation Stage Barriers Cycle of Decisions Stage Barriers

* Unemployment/Job loss

e Family crises

* No/Thin credit

» Negative financial experiences

* Requiring multiple home
purchase attempts 1+ years

apart if barrier is significant
enough

“Cycle of

Decisions”

* Unemployment/Job loss

e Family crises

* Insufficient credit

* Insufficient down payment

* Lack of income history (self-
employed)

e Problems with housing stock—
too little affordable housing or

houses that need too much
repair work

* Qualifying for programs

Purchase Stage Barriers

 Lender doesn’t offer desired
affordable mortgage programs

* Large renovations necessary
beyond budget

e Responsiveness of professionals
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Different paths were taken, depending on participants’ barriers and personal
circumstances, making the home purchase process difficult and complicated.

Prep. Stage Strategies Cycle of Decisions Strategies

Preparation

Credit repair/credit building
Moving in with parents/
housemates to save money
Budgeting

Extra jobs to increase income
(part-time, ride-share driving,
freelancing)

Non-profit homebuyer education
course

Real estate agent home-buyer

seminar

“Cycle of
decisions”

Choose a different house (e.qg.,
needing fewer repairs)

Choose a different loan
product

Choose a different lender

Go back to preparation if
barrier is significant enough

Purchase Stage Strategies

Purchase

Negotiate repair concessions
with sellers

“Do what it takes” to close
Sense of stress and
helplessness with these
barriers

Go back to cycle of decisions
or preparation if barrier is
significant enough
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Research participants focused their energy on home search details rather than
mortgage details.

g
a

Qg

In the early stages (before getting pre-qualified or pre-approved), research participants had vague ideas about mortgages.

Some mortgage knowledge started to form once they began the pre-approval process. However, once prospective homebuyers
selected a lender for a pre-approval, they rarely re-evaluated lenders or mortgage choices.

Research participants shopped around and negotiated many facets of the home purchase (e.g., closing time and repair costs), but
not the mortgage terms. Their selection of lenders focused on who can get them a mortgage by the deadline, allowing no time for
comparison shopping.

: “Cycle of
Preparation ycie ot Purchase
Decisions
* Focus mostly on online home = Most focus and energy goes into = More specific details about the
shopping, open houses, exploration. home search details, not mortgage mortgage become available.
= Preconceptions about mortgages details. = Once offer is accepted, process
forming but little specific detail. = Key mortgage need is getting a pre- accelerates: focus becomes scattered
= Thinking about the mortgage is approval. over many tasks and deadlines.
inseparable from thinking about the —  Will this lender prequalify me? = Key mortgage need is “will the loan
- - . I)H
financial aspects overall: _ Does this lender offer the product come through?
— What should the budget for the I want? — Process and product have already
house be? —  Pre-approval based on borrower been selected.
— Do I have enough/good enough characteristics—credit, income, — High-stress and deadline-driven
credit? assets, DTI process.
— How do I get a down payment? — Selection of a lender sets the — Focusis on lenders who can get it
What is th t of rent process in motion. done by the deadline, no time for
= atIs the amountor rentvs. a comparison shopping.

mortgage payment?
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Research participants consider the mortgage as a hurdle to overcome, not a
focus. Emotions about the mortgage range from neutral to negative.

g A— y — A

Home search experienced as: Mortgage experienced as:
- Exciting, motivating - Neutral
- Stressful, frustrating - Stressful
- Interesting (e.g., to look at - Frustrating
houses online, drive - Overwhelming
neighborhoods, attend open - Intimidating
houses) - Trying to understand the need
- Attention to details for documentation
pertaining to home selection - Disliking the amount of

and negotiation required documentation
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.a Research participants shopped around and negotiated many facets of the home
purchase, but not the mortgage terms.

Research Participants’ Shopping Actions

Shopping Layers

Home Contract
Terms

Lender

Mortgage Product

Loan Terms

Focused on home contract terms (e.g., condo agreements or repairs) with
increasing time and emotional focus when closing approached, inhibiting further
mortgage shopping.

Chose lenders based on one or a combination of

1) offering a product they desired,

2) referral from a realtor,

3) emotional reassurance/ guidance from lender.

Lender selection is “sticky” by and large.

Learned about the general range of products available and chose products based
on specific features that met their financial needs (e.g., low or no down payment).
Some learned about interest rates generally. Focused on monthly mortgage
payment and how it fit their budget.

Lack of comparison shopping: research participants applied for only one
mortgage. They had already selected a lender and felt under pressure to close by
their desired date.
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Disclaimer

Opinions, analyses, estimates, forecasts, and other views of Fannie Mae's Economic & Strategic Research (ESR) group or research
participants included in these materials should not be construed as indicating Fannie Mae's business prospects or expected results, are
based on a number of assumptions, and are subject to change without notice. How this information affects Fannie Mae will depend on
many factors. Although the ESR group bases its opinions, analyses, estimates, forecasts, and other views on information it considers
reliable, it does not guarantee that the information provided in these materials is accurate, current, or suitable for any particular
purpose. Changes in the assumptions or the information underlying these views could produce materially different results. The
analyses, opinions, estimates, forecasts, and other views published by the ESR group represent the views of that group or research
participants of the date indicated and do not necessarily represent the views of Fannie Mae or its management.
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