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tinue to wrestle over major financial reform legislation,

they have already begun to consider another set of
issues: what the future of the U.S housing finance system
should look like. The debate is critically important to fami-
lies and communities, to the economy, and to housing and
community development. The topic is too complex for poli-
cy makers to address this year or for one column to cover. So
this column is only a first installment.

Even as Congress and the Obama Administration con-

The federal conservatorship of Fannie Mae and Freddie Mac
and the collapse of the private label securities (PLS) and
commercial mortgage backed securities (CMBS) markets
have left housing finance predominately to government
channels. The federally backed Fannie and Freddie, along
with the Federal Housing Administration, the Rural Hous-
ing Service and Ginnie Mae are driving the great majority of
mortgage financing. The Treasury and Federal Reserve to-
gether have bought about $1.2 trillion in government backed
mortgage securities.

Though it may sound strange, this extraordinary federal
intervention has actually been good news. It has kept mort-
gages available to home buyers and owners, as well as mul-
tifamily owners, and at relatively low interest rates. Under-
writing has tightened, some would say too much, and many
borrowers cannot get financing on any terms; however many
observers consider federal support for the mortgage system
to be one the Obama Administration’s most successful fi-
nancial system interventions and, more broadly, economic
recovery policies. It is clear that housing and the economy

would be in much worse shape otherwise.

But it is also clear that the status quo should not and can not
continue forever. The question of what to do next is com-
plex and delicate. It will be important to have designed a
new system before dismantling the current one, as well as
to plan for a transition to the former from the latter. A hasty
move, or even sending the wrong signals, could be disrup-
tive and counter-productive. And designing a new system
will be tricky at a time when the markets are still disrupted
— what may be possible in the long run might not be possible
today or next year.

So it is with due caution that the House Financial Services
Committee (HFSC) has held two hearings to begin the dis-
cussion and the Obama Administration has solicited pub-
lic input. It is interesting and appropriate that both HFSC
Chairman Barney Frank and the Administration are fram-
ing the issues not in terms of Fannie and Freddie, but in a
broader context of the housing finance system. Rep. Frank
has gone so far as to declare that Fannie and Freddie should
be abolished, suggesting that the policy debate should start
with a clean slate. While the federal government could still
have a significant role going forward, there is little support
for any explicit or implicit federal backing for secondary
market entities like Fannie and Freddie as such. The Senate
has been too busy with broad financial reform legislation to
consider housing finance, and the impending retirement of
Sen. Christopher Dodd, the Banking Committee Chairman,
means the issue awaits a new chairman next year.

continued on page 2
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continued from page 1

In thinking about how to move forward, it is important to under-
stand what led to the collapse. The issues are subtle and some-
what clouded by ideology, politics, and perhaps a desire by some
participants to avoid blame. For these reasons, it may be impos-
sible ever to achieve a complete consensus, but it is possible to sort
out some facts and myths.

One popular but misguided narrative is that Fannie and Fred-
die drove the collapse of the housing finance system by buying
unsustainable loans. A closer look shows that funding for unsus-
tainable mortgages — including subprime loans, loans without
documentation of borrower incomes or assets, and mortgages al-
lowing for negative amortization — developed and grew first in
the PLS market. Fannie and Freddie did participate, but they fol-
lowed the markets, not led them.

Another concern is that it was federal goals for financing afford-
able housing that drew Fannie and Freddie to support unsus-
tainable mortgages. This is a variation on last year’s campaign
to blame the crash on the Community Reinvestment Act, an at-
tack that has been largely discredited. In the case of Fannie and
Freddie, most experts conclude that other objectives — preserving
market share, keeping big lenders as customers, and high profit
margins — were the primary motivations for buying unsustain-
able mortgages. By definition, it was impossible for Fannie and
Freddie to count mortgages with no documentation of borrower
income as serving low- and moderate-income families. And the
CMBS market encountered more severe problems than Fannie
and Freddie although no federal goals applied there.

That is not to say that Fannie and Freddie were merely victims of
a bursting housing bubble. Even if they came to the unsustainable
mortgage party late, Fannie and Freddie should not have come at
all and should have left earlier. Unsustainable mortgages helped
to cause their failure, Fannie and Freddie were undercapitalized
and over-leveraged, and, like almost everyone else, they seriously
misread the market and mispriced risk.

Indeed, there is plenty of blame go around. Throughout the mort-
gage finance chain, from lenders to borrowers, from appraisers
to rating agencies, from investment bankers to investors, many
incentives were out of alignment, mistakes and malfeasance were
widespread, and transparency and safeguards failed. Everything
appeared fine until it went bad, and then it spiraled out of control.
Many innocent families and communities, as well as the broader
financial system and the economy suffered serious and lasting
damage. Because so much went wrong, there is much to fix, in-
cluding consumer and investor confidence. It won't be easy.

In a future column, we will consider some of the characteristics
and objectives of a new housing system. *
continued on page 3
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Benson F. “Buzz” Roberts is senior vice
president for policy and program develop-
ment at the Local Initiatives Support Cor-
poration (LISC), a national not-for-profit
organization. Mr. Roberts directs LISC’s
public policy and government relations ac-
tivities. He has been involved in the creation
of such policies as the low-income housing
tax credit, the new markets tax credit, and
the HOME housing development program.
He can be reached at broberts@lisc.org.

This article first appeared in the May 2010 issue of the Novogradac Jour-
nal of Tax Credits.
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