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Executive summary 
The introduction of lender choice of credit score at mortgage origination is expected to change both underwriting 

processes and mortgage pricing, as credit scores influence not only default risk but also prepayment speeds and, 

ultimately, the price and interest rate of a mortgage at origination. 

Lender choice will result in higher credit scores being used for loan pricing on a material population of mortgage 

applications, which can bias loan-level price adjustments (LLPAs) and reduce the guarantee fees collected by 

Fannie Mae and Freddie Mac (the Enterprises). It is likely that LLPAs will be increased to offset this bias. In 

addition to higher LLPAs, the introduction of lender choice increases uncertainty for investors and servicers, and 

both parties will adjust prices, resulting in higher mortgage interest rates. 

In this analysis, it is estimated that mortgage rates could increase by 0.125% or more, excluding potential LLPA 

adjustments. The size of the increase will depend on the size of the risk premium required by investors and on 

lender strategies for absorbing pricing adjustments or passing them along to borrowers. For an average 

conventional mortgage ($375,000 loan amount, 6.00% interest rate and 30-year term), this means the borrower 

would pay $363 more in interest each year. Assuming a 7-year average life of the mortgage, a 0.125% higher 

interest rate is approximately $2,500 in higher average interest expenses. 

Introduction 
The approval of VantageScore 4.0 (VantageScore) and FICO 10T for delivering mortgages to the Enterprises 

represents a fundamental shift in both the underwriting process for mortgage applications and mortgage pricing. 

For decades, FICO Classic was the standard for assessing credit risk and pricing mortgages. The transition to a 

multi-credit score process will force mortgage lenders, investors, and servicers to adapt existing models and 

pricing assumptions. 

Prior research from Milliman and others has compared the relative ability of FICO Classic and VantageScore 

scores to evaluate default risk.1 In addition to default risk, credit scores are used to estimate prepayment speeds 

and to determine the price of a mortgage at origination. This paper evaluates how the introduction of 

VantageScore could impact mortgage pricing and mortgage interest rates. 

Note: VantageScore is used for this analysis due to the availability of data. In addition to VantageScore, FICO 

10T has also been approved for mortgage delivery. As of the time of writing, FICO 10T data has not been 

published for analysis by the Enterprises. The remaining references to FICO in this analysis refer to FICO 

Classic. 

  

 

1. Magana, R. N. (2024, September 24). Cracking the table: What you need to know about VantageScore 4.0. Milliman. Retrieved January 27, 

2026, from https://www.milliman.com/en/insight/cracking-the-tape-vantage-score-4; and Goodman, L., & Zhu, J. (2024, December 9). FICO 

Classic versus Vantage 4.0: Impact on mortgage lending and credit risk. Urban Institute. Retrieved January 27, 2026, from 

https://www.urban.org/research/publication/classic-fico-versus-vantage-40. 

https://www.milliman.com/en/insight/cracking-the-tape-vantage-score-4
https://www.urban.org/research/publication/classic-fico-versus-vantage-40
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Definition of “lender choice” 
After the approval of VantageScore, the Federal Housing Finance Agency (FHFA) indicated that lenders will have 

the choice of using FICO Classic or VantageScore—an option known as lender choice—for underwriting and 

pricing loans. The choice can be made on a loan-by-loan basis,2 and lenders are likely to select the higher credit 

score for loan approval and pricing. 

It is possible that policy changes by the Enterprises will restrict the lenders’ ability to select the highest borrower 

score of multiple credit score options. Policy considerations remain unclear as the industry approaches 

implementation. This paper assumes that lenders will obtain both credit scores and then price and deliver each 

loan using the highest credit score. Under this assumption, the lender choice credit scores will always be equal to 

or higher than either score under a single-credit-score system. 

For this analysis, we assume investors will have access to only one score, and they will know which score was 

used to underwrite the mortgage. This assumption is consistent with the sample disclosure data published by 

Fannie Mae on September 17, 2025.3 Fannie Mae published sample records on how mortgage-backed securities 

(MBS) data will be adjusted to reflect lender choice. The sample data is limited to very few loans, but the sample 

files provided indicate that either FICO Classic or VantageScore will be reported, and investors will know the 

source of the score (i.e., either FICO Classic or VantageScore). 

The mechanics of mortgage pricing 
This section provides a summary of how mortgages sold to the Enterprises are priced. The Enterprises purchase 

loans from mortgage companies, guarantee the credit risk of the mortgages, and sell mortgage-backed securities 

to investors. Investors purchase the securities and assume the interest rate risk of the securities. 

Mortgage companies set the interest rate on individual loans with consideration of four distinct components: 

 The price and yield of MBS: Mortgage companies reference “to-be-announced” securities, which are 

forward-settling contracts for mortgage-backed securities without a specific mortgage pool, and traded MBS 

to determine the base price for mortgages4 and yield required for the securities.  

 Mortgage guarantee fees and pricing adjustments: The cost of credit risk is accounted for through ongoing 

guarantee fees (deducted from the monthly interest rate paid on the mortgages) and up-front LLPAs. 

 Value of Servicing: The value of servicing is an estimate of the lifetime value of MSR that is either paid to 

the mortgage originator when the loan is sold or used as an adjustment to the price of the mortgage for 

originators that retain servicing. 

 Margin: Mortgage originators include a margin in loan pricing to account for expenses and profit. 

The impact of lender choice on LLPAs was evaluated in research published by Milliman.5 To summarize, the 

analysis concluded that the ability of mortgage originators to choose either VantageScore or FICO Classic for 

each individual loan introduces a bias on LLPAs. Without processes to manage that bias, either the total 

guarantee fees collected by the Enterprises will decline or LLPAs will have to be increased to offset the bias. 

The price of MBS, the value of servicing, and interest rate hedging strategies associated with originating 

mortgages are estimated using financial models that forecast the future cash flows of the mortgage. The cash 

flows are a function of the modeled default rate and prepayment rate of the mortgage, and the forecast models 

rely on credit scores to estimate both default and prepayment rates. Therefore, these three components are 

impacted by the move from a single credit score framework to a multi-scoring framework. 

  

 

2. Federal Housing Finance Agency. (2025, July 15). Policy: Credit Scores. Retrieved October 21, 2025, from https://www.fhfa.gov/policy/credit-

scores. 

3. Capital Markets. (2025, September 17). Fannie Mae announces November 2025 disclosure enhancements to support VantageScore 4.0. 

Fannie Mae. Retrieved January 27, 2026, from https://capitalmarkets.fanniemae.com/mortgage-backed-securities/single-family-mbs/november-

2025-disclosure-enhancements-vantagescore. 

4. Mortgage companies can also sell mortgages directly to the Enterprises and larger mortgage companies that aggregate mortgages and 

securitize them. In both instances, the price paid for mortgages by the Enterprises or aggregators reflect investor demand and market pricing 

for mortgage-backed securities. 

5. Glowacki, J., Huff, R., & Ludden, B. (2025, November 21). Assessing the impact of “lender choice” on loan-level price adjustments. Milliman. 

Retrieved January 27, 2026, from https://www.milliman.com/en/insight/lender-choice-loan-level-price-adjustments. 

https://www.fhfa.gov/policy/credit-scores
https://www.fhfa.gov/policy/credit-scores
https://capitalmarkets.fanniemae.com/mortgage-backed-securities/single-family-mbs/november-2025-disclosure-enhancements-vantagescore
https://capitalmarkets.fanniemae.com/mortgage-backed-securities/single-family-mbs/november-2025-disclosure-enhancements-vantagescore
https://www.milliman.com/en/insight/lender-choice-loan-level-price-adjustments
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Credit scores as predictors of prepayment 
A borrower’s FICO Classic score at origination is highly predictive of their ability and propensity to refinance. 

Figure 1 provides the cumulative prepayment rate mortgages guaranteed by the Enterprises for mortgages 

originated in 2024 and 2025. The figure shows the prepayment rate is generally highest for higher credit scores 

relative to lower credit scores. The exception is for borrowers with credit scores less than 700. These borrowers 

have higher interest rates due to low initial credit scores and may refinance into a lower rate once their credit 

improves after demonstrating consistent, timely payments.  

FIGURE 1: PREPAYMENT RATES BY FICO CLASSIC RANGE FOR 2024 AND 2025 ORIGINATIONS 

FICO Classic Number of Loans Average Interest Rate 

Cumulative Prepayment 

Rate through 2025 Q3 

[300, 640) 27,256 6.99% 6.49% 

[640, 660) 36,910 6.92% 5.98% 

[660, 680) 57,417 6.87% 5.54% 

[680, 700) 87,817 6.80% 5.16% 

[700, 720) 131,765 6.76% 4.80% 

[720, 740) 175,903 6.70% 4.84% 

[740, 760) 231,478 6.64% 5.11% 

[760, 780) 290,503 6.60% 5.73% 

[780, 850] 562,169 6.56% 7.67% 

Source: Fannie Mae loan performance data, Milliman M-PIRe. 

− https://www.milliman.com/en/products/milliman-m-pire 

− https://datadynamics.fanniemae.com/data-dynamics/#/report/3/HP  

Weighted average life 
The weighted average life (WAL) of a loan is a measure of the average number of years until the principal for the 

loan is repaid. Investors use WAL to compare the yield of different assets. In most situations and all else equal, 

the shorter the WAL, the lower the expected yield. For example, a loan with a WAL of one year would generally 

be expected to have a lower annual yield than a similar loan with a WAL of 10 years. The expected WAL of a 

loan influences the price of mortgages and is a single measure to evaluate varying prepayment rates over a long 

forecast horizon. 

One aspect of mortgages that influences the value of the asset is the embedded option of the borrower to 

refinance their mortgage when interest rates fall. This option results in uncertainty in the cash flows. If rates fall, 

prepayments accelerate, shortening the duration of the asset. For MSRs, the cash flow stream ends once a loan 

prepays, and the future value of cash flow is zero after a borrower refinances their mortgage. Conversely, as 

rates rise, prepayments slow, extending the duration of the asset. Since most mortgages are fixed rate, the asset 

pays a fixed interest rate that is less than current rates, resulting in a lower price of the asset. All else equal, this 

refinance option reduces the price investors will pay for mortgage assets, given that the value of the asset 

declines when interest rates rise and the assets pay off quickly when interest rates fall. 

  

https://www.milliman.com/en/products/milliman-m-pire
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The introduction of lender choice adds an additional layer of complexity to the price relationship because lender 

choice adds uncertainty to estimating future prepayment speeds. The uncertainty arises as we consider the 

following set of questions: 

1. Is the relationship between historical prepayment rates and VantageScore consistent with the relationship 

between historical prepayment rates and FICO Classic? 

2. How many loans have an existing low FICO score (and associated loan pricing) that have a high 

VantageScore (and more favorable loan pricing) that could refinance into a lower rate due to the higher 

credit score? 

3. How will recapture strategies that leverage lender choice impact future refinance rates? 

4. How will mortgage investors adjust pricing to account for lender choice? 

To evaluate these questions, Milliman analyzed 2018 originations using the Enterprises’ historical loan 

performance data to calculate the historical WAL under FICO, VantageScore, and lender choice. Originations for 

2018 were selected for this analysis the loans pools have mostly terminated, and we can use historical data for 

the analysis as opposed to models.  

Figure 2 shows the percentage of loans, weighted by loan amount, for the matrix of FICO Classic and 

VantageScore. The diagonal in the matrix highlights loans where the FICO Classic and VantageScore bands are 

the same. The sum of the diagonal is equal to 40% of the loans. The remaining 60% of the loans have scores 

where FICO Classic and VantageScore are not in the same band. In general, VantageScore produces higher 

credit scores for loans compared to FICO Classic, with many loans having a VantageScore above 780. For 

example, 32% of loans under FICO Classic have a score above 780, while 44% of loans under VantageScore 

have a score above 780. 

FIGURE 2: PERCENT OF LOANS BY FICO AND VANTAGESCORE 

 
VANTAGESCORE 

FICO 

Classic 

[300, 

640) 

[640, 

660) 

[660, 

680) 

[680, 

700) 

[700, 

720) 

[720, 

740) 

[740, 

760) 

[760, 

780) 

[780, 

850] Total 

[300, 640) 0.5% 0.3% 0.3% 0.2% 0.1% 0.0% 0.0% 0.0% 0.0% 1.5% 

[640, 660) 0.6% 0.4% 0.5% 0.5% 0.3% 0.1% 0.0% 0.0% 0.0% 2.5% 

[660, 680) 0.5% 0.5% 0.7% 0.8% 0.7% 0.4% 0.2% 0.1% 0.1% 4.1% 

[680, 700) 0.4% 0.6% 0.9% 1.4% 1.6% 1.1% 0.5% 0.3% 0.4% 7.3% 

[700, 720) 0.2% 0.4% 0.7% 1.3% 2.0% 1.8% 1.3% 0.9% 1.2% 9.9% 

[720, 740) 0.1% 0.2% 0.5% 1.1% 1.9% 2.2% 1.8% 1.7% 2.1% 11.6% 

[740, 760) 0.1% 0.1% 0.3% 0.7% 1.4% 2.0% 2.2% 2.7% 4.4% 13.9% 

[760, 780) 0.1% 0.1% 0.1% 0.3% 0.8% 1.3% 1.9% 3.2% 9.2% 16.9% 

[780, 850] 0.0% 0.0% 0.1% 0.2% 0.5% 0.7% 1.3% 3.2% 26.2% 32.3% 

Total 2.4% 2.7% 4.1% 6.6% 9.3% 9.8% 9.2% 12.2% 43.7% 100.0% 

Under lender choice, all borrowers to the left of the diagonal shift to the diagonal because the FICO Classic score is 

greater than the VantageScore. Figure 3 reproduces Figure 2 under lender choice. The light blue vertical axis shows 

the FICO Classic score distribution and the horizontal axis shows the lender choice distribution. Under lender 

choice, 50% of borrowers would have a credit score between 780 and 850 compared to 32% under FICO Classic. 

Figure 3 provides more information than investors will receive. Under lender choice, investors will likely only have 

one score reported and the distribution will reflect the horizontal “Total” row. 
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FIGURE 3: PERCENT OF LOANS BY FICO AND LENDER CHOICE 

 
LENDER CHOICE 

FICO 

Classic 

[300, 

640) 

[640, 

660) 

[660, 

680) 

[680, 

700) 

[700, 

720) 

[720, 

740) 

[740, 

760) 

[760, 

780) 

[780, 

850] Total 

[300, 640) 0.5% 0.3% 0.3% 0.2% 0.1% 0.0% 0.0% 0.0% 0.0% 1.5% 

[640, 660)  1.0% 0.5% 0.5% 0.3% 0.1% 0.0% 0.0% 0.0% 2.5% 

[660, 680)   1.7% 0.8% 0.7% 0.4% 0.2% 0.1% 0.1% 4.1% 

[680, 700)    3.2% 1.6% 1.1% 0.5% 0.3% 0.4% 7.3% 

[700, 720)     4.7% 1.8% 1.3% 0.9% 1.2% 9.9% 

[720, 740)      6.0% 1.8% 1.7% 2.1% 11.6% 

[740, 760)       6.8% 2.7% 4.4% 13.9% 

[760, 780)        7.8% 9.2% 16.9% 

[780, 850]         32.3% 32.3% 

Total 0.5% 1.3% 2.4% 4.7% 7.5% 9.6% 10.7% 13.5% 49.7% 100.0% 

Milliman calculated the actual WAL of loans in the data. Figures 4 and 5 show the WAL by FICO and 

VantageScore (Figure 4) and by FICO Classic and Lender Choice (Figure 5). 

FIGURE 4: WAL OF LOANS BY FICO AND VANTAGESCORE 

 
VANTAGESCORE 

FICO 

Classic 

[300, 

640) 

[640, 

660) 

[660, 

680) 

[680, 

700) 

[700, 

720) 

[720, 

740) 

[740, 

760) 

[760, 

780) 

[780, 

850] Total 

[300, 640) 2.9 2.8 2.8 2.8 2.7 3.0 2.7 2.5 3.0 2.8 

[640, 660) 2.9 2.8 2.7 2.8 2.9 2.9 2.8 2.6 2.7 2.8 

[660, 680) 2.8 2.7 2.7 2.7 2.7 2.7 2.6 2.7 2.8 2.7 

[680, 700) 2.8 2.7 2.7 2.7 2.7 2.7 2.6 2.7 2.6 2.7 

[700, 720) 2.8 2.7 2.6 2.6 2.6 2.6 2.5 2.5 2.5 2.6 

[720, 740) 2.8 2.7 2.7 2.7 2.6 2.5 2.6 2.5 2.5 2.6 

[740, 760) 2.7 2.7 2.6 2.5 2.6 2.5 2.5 2.5 2.4 2.5 

[760, 780) 2.7 2.6 2.7 2.7 2.6 2.5 2.5 2.4 2.4 2.5 

[780, 850] 2.6 2.6 2.5 2.4 2.5 2.6 2.5 2.4 2.4 2.4 

Total 2.8 2.7 2.7 2.6 2.6 2.6 2.5 2.4 2.4  

 

In Figure 4, the WAL for loans with a credit score between 740 and 759 is highlighted for both FICO Classic and 

VantageScore. For both credit scoring models, we observe longer WAL when the other credit score model 

produces a lower credit score and shorter WAL when the other credit score model produces a higher credit 

score. For example, in the “Total” column or row, the WAL for each credit score was 2.5 years for the 740 to 759 

credit score range. For loans with a FICO between 740 and 759 and a VantageScore below 640, the WAL was 

2.7 years. The same holds true if FICO Classic and VantageScore are reversed. This indicates that information 

can be gained to estimate prepayment speeds by using both FICO Classic and VantageScore. When lender 

choice is introduced, that information is lost. 
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Figure 5 shows the WAL under lender choice. With lender choice, investors are limited to the higher score  

of the two. 

FIGURE 5: WAL OF LOANS BY LENDER CHOICE 

LENDER CHOICE 

[300, 640) [640, 660) [660, 680) [680, 700) [700, 720) [720, 740) [740, 760) [760, 780) [780, 850] 

2.9 2.8 2.7 2.7 2.6 2.6 2.5 2.5 2.4 

To visualize if this introduces bias in WAL, Figure 6 shows the WAL by FICO Classic, VantageScore, and  

lender choice. 

FIGURE 6: WAL BY CREDIT SCORE SOURCE 

 

From Figure 6, WAL by credit score range between FICO Classic and VantageScore is similar. The WAL under 

lender choice is slightly higher than the WAL under FICO Classic or VantageScore. On average, WAL is 3% 

higher under lender choice than under FICO Classic or VantageScore across credit score bins. The WAL for the 

population is the same for each score. The slightly higher WAL under lender choice is offset by the higher 

percent of loans in the [780, 850] bin relative to FICO Classic and VantageScore.  

Lender choice borrower refinance incentive 
It is important to note that in the historical data, FICO Classic was the sole credit score used to underwrite and 

price mortgages. As the market transitions to a multi-score system, behavioral patterns in the data will likely 

evolve. Once mortgages are priced under either FICO Classic or VantageScore, borrowers with a high 

VantageScore and lower FICO Classic score will behave differently because the mortgage pricing will change. 

For example, prior to the approval of VantageScore, a borrower with a FICO score of 680 would have a higher 

interest rate than a borrower with a FICO Classic score of 780, all else equal. Under lender choice, that same 

borrower may have a credit score of 780 and could be priced more competitively. Therefore, the prepayment risk 

of this loan will increase because the borrower may be able to refinance into a lower interest rate due to the 

positive credit score migration (from 680 to 780), absent any material decline in interest rates. 

In the historical data published by the Enterprises, only the credit score at origination was made available. It is not 

clear how much VantageScores change over time for borrowers, potentially creating a new refinance incentive for 

borrowers with a low initial FICO Classic and VantageScore. Therefore, we cannot analyze how credit score 

migration may change under lender choice relative to only FICO Classic. Instead, we evaluate how differences 

between FICO Classic and VantageScore could result in different loan pricing, given that they score borrowers 

differently at origination. 
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Using the distributions in Figure 2, we can estimate what percentage of loans would have a refinance incentive 

under lender choice relative to FICO Classic due to lower LLPAs. For this analysis, we assume loans were 

underwritten using their FICO Classic score and are refinancing into an 80 LTV mortgage. As of January 15, 

2026, the LLPA by credit score is shown in Figure 7.6 For this analysis, we are using the Limited Cashout 

Refinance Loan LLPA. An LLPA is an adjustment to the price of the mortgage. For this analysis, we assume that 

one point on the price of the mortgage is equivalent to 0.25% in the mortgage rate, and we estimate the potential 

impact on the mortgage rate as the product of the LLPA and 0.25%. 

FIGURE 7: LLPA BY CREDIT SCORE FOR LIMITED CASHOUT REFINANCE LOAN 

CREDIT  

SCORE LLPA 

POTENTIAL IMPACT ON  

MORTGAGE RATE 

[300, 640) 3.500 0.875% 

[640, 660) 2.875 0.719% 

[660, 680) 2.500 0.625% 

[680, 700) 2.250 0.563% 

[700, 720) 1.875 0.469% 

[720, 740) 1.625 0.406% 

[740, 760) 1.125 0.281% 

[760, 780) 0.875 0.219% 

[780, 850] 0.500 0.125% 

From prior work performed by Milliman, refinance rates increase when the interest rate can be reduced by 0.25% 

or greater. Figure 8 calculates the reduction in interest rate, as approximated in Figure 7, under lender choice 

relative to FICO Classic. For example, borrowers with a FICO Classic of 700 and a lender choice credit score of 

700 would not have a reduction in the interest rate because the FICO Classic and lender choice credit scores are 

within the same range. A borrower with a FICO Classic of 700 and a lender choice credit score of 780 would 

have an estimated reduction in the interest rate of 0.344%. The 0.344% reduction in interest rate is calculated 

from the difference in the LLPA of 1.875% for a 700 credit score and 0.50% for a 780 credit score. The difference 

in LLPA is 1.375%. The reduction in the interest rate is estimated as 1.375 × 0.25% = 0.34375%. 

FIGURE 8: ESTIMATED INTEREST RATE BENEFIT FROM LENDER CHOICE 

Classic  

FICO 

LENDER CHOICE 

[300, 640) [640, 660) [660, 680) [680, 700) [700, 720) [720, 740) [740, 760) [760, 780) [780, 850] 

[300, 640) 0.000% 0.156% 0.250% 0.313% 0.406% 0.469% 0.594% 0.656% 0.750% 

[640, 660)  0.000% 0.094% 0.156% 0.250% 0.313% 0.438% 0.500% 0.594% 

[660, 680)   0.000% 0.063% 0.156% 0.219% 0.344% 0.406% 0.500% 

[680, 700)    0.000% 0.094% 0.156% 0.281% 0.344% 0.438% 

[700, 720)     0.000% 0.063% 0.188% 0.250% 0.344% 

[720, 740)      0.000% 0.125% 0.188% 0.281% 

[740, 760)       0.000% 0.063% 0.156% 

[760, 780)        0.000% 0.094% 

[780, 850]         0.000% 

 

  

 

6. Fannie Mae. (2025, November 17). Loan-level price adjustment matrix. Retrieved January 27, 2026, from 

https://singlefamily.fanniemae.com/media/9391/display. 

https://singlefamily.fanniemae.com/media/9391/display
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When Figure 8 is combined with Figure 3, we can estimate what percent of the loan population may have a 

refinance incentive under lender choice due to lower LLPAs. Specifically, we calculate what percentage of loans 

could be offered a 0.25% or lower interest rate given the more favorable loan pricing. Figure 9 provides this 

estimate by FICO Classic and lender choice credit score. For 2018 originations, we estimate that approximately 

7% of borrowers could have a refinance incentive under lender choice relative to only FICO Classic immediately 

after origination if the loan had been underwritten using FICO Classic score and could now be priced under 

lender choice. 

FIGURE 9: ESTIMATED PERCENT OF LOANS WITH 0.25% REFINANCE INCENTIVE DUE TO LENDER CHOICE 

Classic  

FICO 

LENDER CHOICE 

[300, 

640) 

[640, 

660) 

[660, 

680) 

[680, 

700) 

[700, 

720) 

[720, 

740) 

[740, 

760) 

[760, 

780) 

[780, 

850] Total 

[300, 640) 0.0% 0.0% 0.3% 0.2% 0.1% 0.0% 0.0% 0.0% 0.0% 0.7% 

[640, 660)  0.0% 0.0% 0.0% 0.3% 0.1% 0.0% 0.0% 0.0% 0.6% 

[660, 680)   0.0% 0.0% 0.0% 0.0% 0.2% 0.1% 0.1% 0.4% 

[680, 700)    0.0% 0.0% 0.0% 0.5% 0.3% 0.4% 1.3% 

[700, 720)     0.0% 0.0% 0.0% 0.9% 1.2% 2.1% 

[720, 740)      0.0% 0.0% 0.0% 2.1% 2.1% 

[740, 760)       0.0% 0.0% 0.0% 0.0% 

[760, 780)        0.0% 0.0% 0.0% 

[780, 850]         0.0% 0.0% 

TOTAL 0.0% 0.0% 0.3% 0.2% 0.5% 0.2% 0.8% 1.4% 3.8% 7.2% 

Similar to how LLPAs might need to be adjusted to account for lender choice, investors and servicers will likely 

adjust pricing to account for the higher level of prepayment risk in their investment. If borrowers have higher 

credit scores due to lender choice, then those borrowers could have increased prepayment risk, resulting in a 

higher risk premium, all else equal. 

Mortgage pricing sensitivity 
The transition to lender choice introduces uncertainty for mortgage investors and originators. In this research,  

we demonstrated: 

1. Credit scores are predictive for estimating prepayment rates 

2. Introducing lender choice could increase the prepayment risk of mortgages 

Generally, when risk and uncertainty are introduced in markets, market participants require a higher risk 

premium. The transition to lender choice introduces uncertainty that will potentially result in higher risk premiums 

when pricing loans. 

To estimate the potential impact on overall pricing, there are several additional factors to consider that influence 

price, including the supply and demand of MBS. Milliman evaluated how changing the inputs into mortgage 

pricing can impact the interest rate for an average borrower. 

Figure 10 provides a summary of how mortgage rates could be impacted by the transition to lender choice. Two 

important assumptions are the extent to which MBS prices and SRP values may adjust due to increased 

prepayment risk. For demonstrative purposes, we assume that the estimated WAL is reduced from 5.0 years to 

4.9 years under lender choice. Given the lack of data available to calculate WAL with and without lender choice, 

the reduction of 0.1 years is based on judgment. We assume MBS prices decline by 0.25, and the relative 

difference in the assumed WAL is used to calculate an adjustment to the SRP. Both the reduction in MBS prices 

and SRP values are passed on to the borrower through a higher note rate. 

  



MILLIMAN PAPER 

The impact of “Lender Choice” 9 

on mortgage pricing February 2026 

FIGURE 10: EXAMPLE OF POTENTIAL IMPACT ON THE AVERAGE INTEREST RATE  

COMPONENT FORMULA FICO LENDER CHOICE 

MBS coupon A 5.00% 5.00% 

Monthly G-fee7 B 0.49% 0.49% 

Annual LLPA8 C 0.16% 0.16% 

Servicing fee D 0.25% 0.25% 

Mortgage rate  

before adjustments 
E = A + B + C + D 5.90% 5.90% 

MBS price F 100.50 100.25 

Assumed WAL G 5.0 4.9 

SRP H = 1.25% × G / WAL[FICO] 1.25 1.225 

MBS price + SRP I = F + H 101.75 101.475 

Difference in margin J N/A 0.275 

Conversion of margin  

increase to interest rate 
K = J × 0.25% N/A 0.069% 

Interest rate, including  

lender choice adjustment 
M = E + K 5.90% 5.969% 

In Figure 10, the potential interest rate adjustment is calculated to be 0.069%. This calculation provides a 

representative sample of pricing and is based on several assumptions. The purpose of this calculation is to 

demonstrate how increased prepayment risk could be reflected in mortgage pricing and rates. This calculation 

does not adjust LLPAs, which will likely also increase. 

As mortgages are priced in increments of 1/8th of a percent, this would translate to an adjustment of 0.00% to 

0.125%. This calculation might be conservative, and it is possible increase in rates could exceed 0.125%. It is 

difficult to quantify the impact on mortgage pricing because historical data does not exist where mortgages were 

both originated and priced under lender choice. In addition, the mortgage origination market is a highly 

competitive market that has experienced low (and often negative) margins over the past several years,9 

highlighting the level of competition in the market. For some investors and lenders, increased uncertainty and 

prepayment risk are likely to be priced into loans, resulting in higher borrower interest rates, all else equal. Other 

lenders may not adjust prices to win business. 

The decision on whether to incorporate adjustments into pricing is a strategy decision. In either strategy, 

investors and lenders should be prepared to evaluate the level of risk that is priced and assumed in advance of 

the approaching change. 
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