Resolution No.  _3_

Date:
January 18, 2010 

City:
Las Vegas, Nevada
NAHB Resolution 
Title: 
Future of Fannie Mae and Freddie Mac and the Housing Finance System
Original Sponsors:

Federal Government Affairs and Housing Finance Committees
WHEREAS, the housing sector is extremely important to the nation’s economy, accounting, under normal circumstances, for more than 15% of Gross Domestic Product;

WHEREAS, the ability of the home building industry to meet the demand for housing, including addressing affordable housing needs, and contribute significantly to the nation’s economic growth is dependent on an efficiently operating housing finance system that provides adequate and reliable credit to home buyers and home builders at reasonable interest rates through all business conditions;
WHEREAS, the U.S. housing finance system evolved during the twentieth century to consist of a mix of private, government and government-sponsored components that successfully attracted capital to the housing sector from sources throughout the world;
WHEREAS, the housing government-sponsored enterprises of Fannie Mae and Freddie Mac (the Enterprises) were established by Congress to support mortgage market liquidity and help address affordable housing needs;

WHEREAS, the Enterprises operated with implicit government backing that allowed them to raise funds at favorable rates to benefit residential mortgage borrowers;
WHEREAS, the housing finance system functioned well for decades with Fannie Mae and Freddie Mac providing a liquid secondary market for single family and multifamily mortgages;
WHEREAS, the U.S. housing finance system experienced an extreme boom-bust cycle during the  past decade that was fueled by imprudent, high-risk mortgage loan products and practices and exacerbated by inadequate oversight of the housing finance system, which led to a severe crisis in financial markets world-wide;
WHEREAS, preceding this period of housing and mortgage market turmoil, Congress strengthened regulation of the Enterprises under a new regulator, the Federal Housing Finance Agency (FHFA);

WHEREAS, Fannie Mae and Freddie Mac subsequently suffered severe financial problems that required them to be placed in conservatorship and receive direct federal government support;
WHEREAS, during this period of mortgage and financial market turmoil, Fannie Mae and Freddie Mac have been given major assignments in supporting mortgage markets and mitigating mortgage foreclosures;
WHEREAS, in addressing the housing, financial and economic crisis, along with the specific problems of Fannie Mae and Freddie Mac, the federal government has taken short-term steps that provide explicit support to the Enterprises;
WHEREAS, the Administration and Congress are now considering the longer-term future of Fannie Mae and Freddie Mac and the housing finance system and will begin considering legislative proposals in 2010;
WHEREAS, the implementation of major changes to the housing finance system, while intended to correct flaws in the previous structure, must be undertaken thoughtfully and carefully to avoid severe adverse consequences for home buyers, home builders, the financial markets and the U.S. economy;
NOW, THEREFORE, BE IT RESOLVED that the National Association of Home Builders support the following framework for improving the secondary mortgage market and housing finance system:
Degree and Structure of Federal Government Support

The federal government should continue to provide support to the primary and secondary mortgage markets in order to ensure available and affordable mortgage credit in all geographic areas and under all economic circumstances.

· The secondary market should encourage a number of entities to compete in a manner that creates greater innovation and efficiency.

· The secondary market should retain sufficient federal backing to allow it to ensure a reliable flow of credit at the lowest cost possible, in the following framework:
· Mortgages would be packaged and sold as securities, with the federal government establishing a Fund to provide a guarantee of timely payment of principal and interest to investors in the securities;
· The secondary market entities benefitting from federal securities guarantees would pay a fee to capitalize the Fund, which is designed to mitigate the federal government’s risk; and,
· The federal government would incur exposure only for catastrophic risk beyond the risk covered by the Fund.
Affordable Housing Mission Requirements

The primary mission of secondary market entities benefitting from federal guarantees should be supporting mortgage market liquidity in a safe and sound manner. 

· Activities should be directed at a broad range of housing market needs, to enable all Americans at all income levels to achieve decent, safe and affordable housing. 
Secondary Mortgage Market Regulation

· There should be different regulatory oversight for the primary and secondary mortgage markets.
Eligible Loans on For-Sale Homes for the Secondary Market

· There should be continued availability of financing for long-term (at least 30-year) fixed-rate mortgages, as well as mortgage products with well understood risk characteristics such as certain standard adjustable-rate mortgages and multifamily products.
· Mortgage maturities should also be available for longer than 30 years.

· There should not be overly rigid adherence to loan-to-value limits that results in inappropriate rejections of creditworthy borrowers.

· Mortgage originators, lenders and investors should have appropriate accountability and liability for the instruments in which they are involved.

· Underwriting standards and decisions should be based on documented borrower credit and repayment capacity rather than expectations of rising collateral value.

· Underwriting decisions should be based on mortgage quality and not driven by fee income.

Capital Requirements
Secondary market entities should have capital requirements that ensure their safety and soundness.

· Secondary market entities benefitting from federal guarantees should be required to meet minimum as well as risk-based capital thresholds. 
Portfolios of Secondary Market Entities

Secondary market entities benefitting from federal guarantees should be permitted to hold a portfolio of loans sufficient to facilitate transactions as well as loans, including AD&C loans that do not have a secondary market outlet.
Restrictions on Activities of Secondary Market Entities
Secondary market entities benefitting from federal guarantees should focus on a core business of securitizing mortgages.
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