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SUMMARY

Congress established the secondary mortgage market in order to increase liquidity in the residential mortgage finance market and promote access to mortgage credit at a time when middle class Americans could not obtain affordable mortgages to purchase a home. Fannie Mae was chartered in 1938 and privatized by legislation enacted in 1968, becoming fully private in 1970. Freddie Mac was chartered by Congress in 1970 to purchase single-family and multifamily residential mortgages and mortgage-related securities, which it would finance primarily by issuing mortgage pass-through securities and debt instruments in the capital markets. As a result, Freddie Mac indirectly decreased housing costs and provided better access to home financing. On September 7, 2008, Federal Housing Finance Agency (FHFA) established a conservatorship for both Fannie Mae and Freddie Mac. This act was made possible in the Housing and Economic Recovery Act of 2008 legislation, enacted July 30, 2008. This act also provided the Treasury with the authority to purchase unlimited amounts of GSE debt and securities to keep the market solvent during the housing crisis. As acting conservator, we expect FHFA to run the GSEs in such a manner that instills safety and soundness back to the secondary markets. Since the financial meltdown on Wall Street began, mortgage related GSE’s have been placed under increased scrutiny by both Congress and regulatory agencies. While Fannie and Freddie play significant roles in the secondary mortgage markets, significant GSE reform by Congress was not included in the Wall Street and Consumer Protection Act of 2010. 

In the Spring of 2011, Michigan Congressman Gary Peters introduced GSE reform legislation (H.R. 1859) which aims to phase out government-sponsored mortgage giants Fannie Mae and Freddie Mac and create a new system of privately-capitalized organizations to purchase mortgages from banks and sell them to investors. While consulting with CUNA on credit union concerns, the MCUL & Affiliates participated in several meetings on the legislation. There are two primary goals of the legislation: 1) ensure the availability of consistent housing finance through the secondary market; 2) to limit any future taxpayer exposure to another downturn. The proposal would create a system that allows for the formation of fully private organizations that are well-capitalized and well-regulated to provide liquidity to the secondary market. To guard against any potential drastic contraction of housing finance, these entities would be able to purchase, at market rates, catastrophic reinsurance through an explicit but limited government guarantee solely on the securities and not the institution. The current draft excludes reform of the Federal Home Loan Banks which continue to providing wholesale funding options to their member owners. Rep. Peters recently revised the original draft to include several recommendations provided by CUNA and the MCUL. 
EFFECT ON CREDIT UNIONS

Reform of the GSE’s could have positive and negative consequences on credit unions. Because many credit unions and their members have benefited from the financing available through the GSEs, any reforms of the GSE system should ensure that the secondary mortgage market remained strong and healthy. The survival of the secondary market is critical to ensuring credit unions have access to sufficient liquidity. It is important that credit unions maintain existing access to automated underwriting systems developed by Freddie Mac and Fannie Mae, as well as arrangements in which lenders enter into commitments with the GSEs for the purchase of a fixed amount of mortgage loans at a particular rate before the specific loans are identified or closed.
MCUL/CUNA POSITION

As GSE reform discussions gain momentum, the MCUL and CUNA will continue to oppose restrictions placed on the ability of the GSEs to offer new programs. Such new programs sometimes get tied up in a regulatory process that hinders the development of programs, activities, or products that benefit the marketplace. It is important that future GSE reforms ensure that guarantee fees are not based on factors, such as capital or volume of lending activity that may have the effect of favoring large lenders. The MCUL will continue to work closely with CUNA on this issue as legislative proposals are introduced.
STATUS

The U.S. Treasury Department released a report to Congress on February 11 that addresses problems in the current housing finance market and approaches for improvements.  The report is entitled, “Reforming America’s Housing Market.”  The Treasury report included options to reduce the role of government; options to restructure Fannie Mae and Freddie Mac, and several additional areas of improvement. The extent to which this report will impact deliberations in Congress regarding the future of home mortgage finance in this country, including the Federal National Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage Corporation (Freddie Mac) is unclear. While the Treasury report has provided several options to consider, House Financial Services Committee Chairman Spencer Bachus (R-AL) issued a statement following the release of the report stating the need for a real action plan that includes comprehensive housing finance reform.  
A committee hearing has not yet been scheduled on H.R. 1859 and it is unlikely the U.S. Senate will take up GSE reform prior to the 2012 elections. The MCUL and CUNA will continue to analyze GSE proposals to ensure a healthy secondary mortgage market is available to ensure the liquidly that financial institutions need to finance home mortgages.
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