
Understanding the flow of money 
 

Wall Street Purchases 
the bundled loans  
 
With specific 
guidelines they set. 
 
   

Loan is Originated and 
underwritten by 
banking 
institution/Lender.  

 
Revenue from Wall 
Street purchase pays 
off the Warehouse.  

Warehouse funds the 
loan that has been 

underwritten to 
specific guidelines set 

by Wall Street 

 
 
The above cycle can last from 3 days to 15 days. Typically 7 days.  The problem is Wall Street can decide overnight that they will 
no longer purchase loans with old guidelines (yesterdays). The Lender now has loans that have been funded by the Warehouse 
funds but no way to sell them. If the number of loans is too great, the company is forced to file bankruptcy. 
 



Understanding the Federal Fund rate 
 

 
 
This is a list of Indexes. An ARM is based on an Index and margin. 



 
 



 



 
 
What Is a Mortgage Backed Security 
A mortgage-backed security (MBS), also known as a "mortgage pass-through" or a "pass-through certificate", is an investment instrument 
that represents ownership of an undivided interest in a group of mortgages. Principal and interest from the individual mortgages are used 
to pay principal and interest on the MBS.  
 
When you invest in a mortgage-backed security, you are lending money to a homebuyer or a business. MBSs are a way for small regional 
banks to give mortgages to their customers without having to worry if they have the assets to cover the loan. Instead, the bank acts as 
an intermediary between the homebuyer and the investment markets. 
 
Who pools these mortgages together? The majority of MBSs are issued and backed by government-sponsored corporations such as 
the Government National Mortgage Association (Ginnie Mae), Federal Home Loan Mortgage Corporation (Freddie Mac) and the Federal 
National Mortgage Association (Fannie Mae). Each entity offers a slightly different variation in the securities it issues. Ginnie Mae MBSs 
are typically the most popular and widely held because they are backed by the U.S. government, whereas Fannie Mae is government 
sponsored but also trades as a public company. 

 

http://www.investopedia.com/terms/m/mbs.asp
http://www.investopedia.com/university/20_investments/11.asp##
http://www.investopedia.com/university/20_investments/11.asp##
http://www.investopedia.com/terms/g/ginniemae.asp
http://www.investopedia.com/terms/f/freddiemac.asp
http://www.investopedia.com/terms/f/fanniemae.asp
http://www.investopedia.com/terms/f/fanniemae.asp


 
 
 
  


