
How the housing market 
survived the Covid jolt — 
and what’s coming next.

Why underlying asset value 
doesn’t always matter

NOVEMBER 2020

the
CAPITALIST



2THE CAPITALIST

W
hen the economy shut 
down in March and April, 
so did the housing market.  
Realtors in many areas of 
the country could no longer 
show houses and buyers 

and sellers sheltered in place – often in their 
primary home, sometimes in their vacation 
home.  Any moving or refinancing plans were 
put on hold as anxious homeowners, lenders 
and economists waited to see what effect the 
pandemic would have on the housing market. 

By May, the waiting game was over. Many 
markets reopened and allowed Realtors to 
show properties (albeit by appointment only, 
with masks, hand sanitizers and social dis-
tancing).  People who were house hunting or 
looking to refinance before the pandemic and 
new clients who wanted to move away from 
virus saturated areas flooded the market. The 
National Association of Realtors’ (NAR) pen-
ding home sales index spiked 44.3% in May, 
the highest month over month increase since 
the index was started in 2001.

Continued low interest rates and pent-up 
demand meant spring’s accelerated market 
continued throughout the summer. Existing 
home sales were up 10.5 percent in August 
compared to August 2019, the highest level sin-
ce December 2006, according to NAR data. 

What hasn’t changed since before the pan-
demic is the alarming shortages of housing 
inventory nationwide.  Homeowners staying 
put before and during the pandemic are major 
causes of declining inventories, putting a tight 
squeeze on mass affluent and high net worth 
individuals.  Sellers retreated even faster when 
the pandemic began, causing inventory to hit 
an all-time low in April, according to real es-
tate brokerage Redfin.  Listings of existing ho-
mes dropped 18.6 percent in August, compared 
to the year before and inventory of newly built 
homes dropped by an astounding 40 percent. 
That’s the lowest supply since NAR began tra-
cking in 1963.  

We have a surprising situation where de-
mand has certainly been impacted by the 
much weaker job market, but supply has been 
impacted even more, Mike Fratantoni, chief 
economist of the Mortgage Bankers Associa-
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tion told the Washington Post. 
 Squeezed inventories have forced prices to 

rise rapidly in many markets, even in the face 
of one of the most uncertain economies in his-
tory, Fratantoni explains. (Of course hard hit 
areas from the pandemic such as Manhattan 
and parts of California are the exception.) In 
May, the median price for all existing home 
types continued its march upward and rose 2.3 
percent to $284,600, the NAR reported. And in 
the third week of June, Realtor.com, reported 
that median asking prices grew at an annual 
rate of 5.6 percent, surpassing their pre-coro-
navirus pace. 

The credit markets are another story. Bor-
rowers, particularly high net worth and mass 
affluent individuals are feeling the consequen-
ces of the pandemic as lenders tighten restric-
tions, particularly in the jumbo market. Data 
modeling from the Mortgage Bankers Asso-
ciation shows mortgage credit availability has 
plunged by more than 25% since the virus hit 
the U.S. 

Meanwhile, fewer lenders are participating 
in the jumbo market and those that do are 
changing their requirements to include lower 
loan limits, higher credit score requirements, 
less flexible loan to value ratios and higher in-
terest rates. 

This squeeze opens up a unique opportunity 
for non-bank private client lending, says PCMA 
CEO John Lynch. “In general, people looking for 
jumbo loans are the most creditworthy and the 

money being leveraged is being put back into 
their businesses,” he explains. Non-bank private 
client lending can help fill the gap the lack of 
traditional jumbo loan lenders has created.  

Going forward several forecasters predict 
a decline in both housing sales and prices for 
2021. Corelogic predicts home prices will fall 
6.6 percent year over year by spring of 2021 and 
Haus.com is predicting a drop in home prices 
between 0.5 percent and 2.5 percent by July 
2021. 

Economists worry the near future will bring 
more waves of the virus, continuing unemploy-
ment and delayed effects on homeowners and 
buyers from the pandemic, including a possib-
le spike in delinquencies and foreclosures.  In 
addition, there is a rising uncertainty over the 
federal government’s long term commitment to 
policies that have kept housing markets afloat 
over the last several months, Frank Nothaft, 
an economist with Corelogic told Curbed.com. 
(For more on the consequences of government 
interaction with the mortgage markets, please 
see the Opinion piece on page xx.)

Non-bank lenders such as PCMA and their 
clients may be somewhat immune should the 
overall housing and mortgage markets decline, 
predicts Lynch. Continued low interest rates, 
lack of inventory and the lack of availability 
for high net worth individuals in the qualified 
mortgage market will translate into continued 
growth in the private client lending market, he 
explains.
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NON-BANK PRIVATE CLIENT 
LENDING CAN HELP FILL THE 
GAP THE LACK OF TRADITIONAL 
JUMBO LOAN LENDERS HAS 
CREATED. 
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M
ark to market accounting is 
an arcane term used in real 
estate, corporate finance 
and Wall Street circles. It 
last became a “thing” after 
the 2008 housing crisis and 

great recession.
It is back again.
In the midst of the Covid economy, it’s im-

portant for all clients to understand what the 
term mark to market (MTM) means, how it’s 
being used and why it may have an effect on 
the home borrowing and refinancing of high 
net worth or mass affluent individuals.

Simply put, mark to market is a method of 
assigning the fair value of accounts or assets 
that can fluctuate over time. Mark to market 
aims to make an appraisal based on current 
market conditions. Using current market con-
ditions may give a more accurate figure of the 
current value of a home, commercial property, 
business or security in that moment in time.

The problem arises in unfavorable or vola-
tile times, much like what we as a nation and 
the entire global community are going through 
now with the coronavirus pandemic. During 
a crisis, like now, or, most recently, the 2008 
housing crisis, MTM simply does not accura-
tely represent an asset’s true value as opposed 
to the current value – what it could get on the 
current market.

“Does MTM give a true value of the asset?” 
asks John Lynch, CEO and Founder of PCMA 
Private Lending. “Are my clients somehow less 
creditworthy because the markets have beco-
me more volatile or the nation is going throu-
gh a pandemic? I don’t think so.”

A little history: Mark to market goes way 
back, originating in the 1800s. And it has 
always been controversial, blamed for many 
recessions and depressions.

The Securities and Exchange Commission 
told President Franklin Roosevelt to ban mark 
to market accounting. He did so in 1938.

But it came back in the 1980s and spread 
to major banks and corporations and was im-
plicated in several scandals, including Enron.  

“We’re seeing the effects of this come back, 
again right now,” says Lynch. “Real estate pro-
perties are not being properly valued skewing 

the market for both buyers and sellers.” 
In fact, real estate lobbying group, Real Es-

tate Roundtable, asked the Financial Accoun-
ting Standards Board early on in the pandemic 
to suspend mark to market measurement of 
assets and liabilities because the markets were 
too unpredictable to make accurate estimates. 

The answer from FASB acting technical di-
rector? 

No. 
“Mark to market is a real problem in our 

credit markets,” says Lynch. “Short term dis-
locations created by global or domestic events 
can eviscerate capital and constricts credit to 
the public, I ask myself, is this the correct fra-
mework for lending?”

No.  
“When credit spreads blow out, and all of 

a sudden real estate lenders have to remake 
their books?  Well, that’s what happens when 
the value has nothing to do with underlying 
asset,” says Lynch.

That said, everyone wants to be part of an 
orderly market. “High net worth and mass af-
fluent individuals, whether they want to sell, 
are holding loans or looking to borrow or re-
finance, benefit from the true valuation of un-
derlying assets,” says Lynch. “We will return to 
that marketplace in the near future, but in the 
meantime it makes sense to step carefully,” he 
adds.

Why underlying asset value 
doesn’t always matter. 
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T
here’s no doubt we were lucky to 
have the Treasury Department 
under Steven Mnuchin take quick 
action once the Coronavirus hit 
the U.S. The stimulus packages 
passed by Congress and the Fede-

ral Reserve Bank’s interest rate cut to zero were 
a lesson on how government intervention can 
and should support the economy and stabilize 
markets in a crisis.

But that doesn’t mean there weren’t some 
disastrous consequences. 

Since March the Fed has purchased a record 
$1 trillion of mortgage bonds and now owns a 
third of all bonds backed by U.S. home loans. 
The bulk of the buying came in March and 
April, when the Fed bought $600 billion worth 
of mortgage bonds. Since then that pace has 
slowed to about $100 billion a month.  If that 
continues, The Fed is on track to own 34% of all 
mortgage bonds, the same amount it owned in 
the period from Sept. 2012 to Oct. 2014 during 
the QE3 quantitative easing, by the end of the 
year.

The idea behind gobbling up mortgage se-
curities was to blunt the impact of the pande-
mic on American homeowners. And indeed, 
the move pushed mortgage rates lower — the 
average 30 year rate was 2.91% in September, 
down from 3.3% in early February — allowing 
strapped Americans to refinance for some 
much needed savings and homebuyers to con-
tinue their record pace of purchasing once 
markets reopened. 

But the truth is, consumers, particularly 
high net worth and mass affluent individuals, 
might have been better off if the Fed had not 
gone on its bond buying spree. Why? The Fed 
is essentially buying its own paper and in the 
process creating a big strain in the market. The 
gap between mortgage rates and benchmark 

The Fed Was 
There When We 
Needed It – But 
Now There Are 
Consequences

10-year Treasuries is the widest since the Great 
Recession — 2.9 percentage points compared 
to the 1.74 average of the last five years.

By owning so much of the mortgage-backed 
securities market, the Fed is essentially con-
trolling rates and bloating its balance sheet, 
which is now $7 trillion compared to $4.7 
trillion on March 18. In the end, consumers are 
not getting the lowest rates, especially in the 
Jumbo Mortgage market. 

What’s more, the Fed almost single hande-
dly blew up the entire mortgage lending sys-
tem. Mortgage security shorts that lenders use 
to hedge lock-in rates before loans are finalized 
suddenly turned to margin calls in the wake of 
the Feds buying spree. Margin calls may have 
drained as much as $5 billion form lenders and 
some of the biggest names were suddenly in 
deep trouble. In fact, every lender on planet 
earth was wobbling until the Fed eased up on 
its buying. 

By lessening our dependence on leverage 
and establishing new partnerships, PCMA wea-
thered the consequences of the FED’s actions 
and has come back strong. But I have an im-
portant question to ask going forward. 

The Fed controls the primary liquidity of 
housing but only for safe harbor and QM loans. 
As much as 30% of U.S. households do not meet 
safe harbor standards, including creditworthy 
high net worth and mass affluent individuals 
who turn to private lending. If the Fed is backs-
topping the agency markets, would they con-
sider backstopping private capital markets to 
make a truly equitable situation? 

You know the answer —not likely. In the 
meantime we will continue to safeguard our 
non-bank lending practices to continue to of-
fer outstanding service to our private lending 
clients. 

John Lynch
CEO, PCMA Private Lending

E D I T O R I A L



PERSONAL FINANCE

The Return of
Private Client

Lending

After a COVID-related pause in the spring, category leader and pioneer PCMA, generated, $220 
million in purchase and refinance applications for its expanded prime products in the month of Au-
gust. The firm generated an astounding $148 million in applications in just the first 10 days after 
reopening.

“The volume of requests from our private clients is very exciting,” said John Lynch, CEO and foun-
der of PCMA, noting that the firm is hiring new staff and developing new products to “meet the ever 
changing needs of the accomplished clientele we serve.”

PCMA AND NON-BANK PRIVATE 
CLIENT LENDING ARE BACK AND 
STRONGER THAN EVER.
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The bulk of the new business is among suc-
cessful entrepreneurs and business owners 
looking to reposition household equity using 
PCMA’s cash-out refinancing while at the same 
time hedging against CPI and asset deflation. 
That said, plenty of reboot clients are part of 
the pent-up demand caused by the COVID lo-
ckdowns and low inventories who are seeking 
non-bank lending for prized new home pur-
chases as well. 

Lynch expects continued growth as the firm 
cements its plans to expand  into key marke-
ts throughout California and communities of 
high capacity households around the nation. 

PCMA is on track to become the largest non-
-qualified mortgage originator in the country.

“Our leadership in the expanded prime spa-
ce and our determination to serve the needs of 
the Private Client community has allowed us to 
secure additional banking relationships nearly 
doubling our credit facilities to accommodate 
our expected growth for the rest of the year and 
into 2021,” explains  Bryan Filkey,  EVP of Cre-
dit and Strategic Initiatives.

Here is a look at PCMA’s leading products, 
OMEGA and ZENITH, retooled and ready for a 
post-COVID market. 

OMEGA 2.0

Designed to meet the needs of complex and 
sophisticated estates within the private client 
community without sacrificing service, rates or 
options, OMEGA 2.0 serves the most credit-worthy 
borrowers during unprecedented times. 

OMEGA 2.0 features the following options: 

• Purchase or Refinance

• Loan Amounts to $3,000,000

• 30 I 40 Year Fixed Duration options

• 10 Year Interest Only Option – No rate or pricing 
adjustments

• No Tax Return Required – Ability to Repay 
calculated off stability of cash flows

• 12 Months Bank Statement – Blended Cash 
Flow Ok

• Asset Utilization – 36 I 84 Month Options

• Rate & Term Classification – Payoff of Tradeline, 
Lien or IRS Installment Plan

• Cash Out to LTV Limitations – No rate or pricing 
adjustments

Zenith 2.0

Tailor made for personal and professional investors, 
ZENITH 2.0 is built to accommodate the needs of the 
mass affluent and high net worth individuals in the 
purchase or refinance of residential investments 
(1-4 units). Real estate has been one of the best 
ways to accumulate wealth and leverage is one 
of the greatest advantages used by real estate 
investors. ZENITH supports their risk-taking spirit 
by providing liquidity and credit options based on a 
simple, innovative business purpose and the quality 
of residential asset(s).

ZENITH 2.0 features the following: 

• Loan amounts up to $1.5 million+

• 75% Purchase  I  70% Cash Out

• Starting at 4.99%

• 30 Year Fixed Rate

• 10 Year Interest Only

• 10+Properties, LLC Ownership, Professional 
Investors

• Title can be held in qualified trust or entity

• No Tax Returns

• No limit on Financed Properties

• Non-Warrantable Condos

• NINA — No Income No Asset

• DSCR — Qualified Off the Cash-Flow of the 
Subject Property

• Permanent I Non-Permanent Resident Alien



PCMA, Inc. dba PCMA, a California 
Corporation, NMLS Consumer Access 
#237710.

Loans made or arranged pursuant to a 
California Financing Law License.

Equal Housing Opportunity Statement

PCMA, Inc. is an Equal Housing Lender and 
fully complies with all laws applicable to 
the conduct of its business, including those 
laws prohibiting discrimination such as 
the Fair Housing Act and the Equal Credit 
Opportunity Act.

We are pledged to the letter and spirit of 
U.S. policy for the achievement of equal 
housing opportunity throughout the nation. 
We encourage and support an affirmative 
advertising and marketing program in 
which there are no barriers to obtaining 
housing because of race, color, religion, sex, 
handicap, familial status, or national origin.

2100 Main Street, Suite 450,  
Irvine, California 92614 

1-888-399-7262   
contact@pcma.us.com

pcma.mortgage


