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constraints on growth. The (s ]
most obvious are regulatory. The Federal Deposit Insurance Corporation, which is
responsible for reimbursing depositors when banks fail, does not want its claims
on assets to be subordinated to others and has (initially) capped covered-bond
issuance at just 4% of banks’ liabilities. Strict criteria on what assets can be used
in the cover pool are necessary to reassure investors, but will leave many
mortgage loans out in the cold.

The markets are another source of uncertainty. Promoting the merits of a new
mortgage-backed debt instrument is not the easiest sell at the moment. Issuers
might find that other sources of funding, such as advances from America’s 12
Federal Home Loan Banks, are cheaper. Moreover, keeping mortgages on the
books, rather than securitising them, means that banks have to deal with
headaches like “prepayment risk”, when mortgage borrowers refinance their
policies and fail to generate the expected return. “Anything that helps to open up
the mortgage market is a good thing at this point,” says Sharon Haas of Fitch, a
rating agency. Just do not expect Prussian-style dominance.
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