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The following is for study only and has NOT been approved by the Housing Opportunity Committee, Real Estate
Finance Committee, Federal Issues Committee or the Board of Directors.
Issue:
On Sunday, September 7, 2008, U.S. Treasury Secretary Henry Paulson announced the Federal Housing Finance
Agency (FHFA) would be named conservator of Fannie Mae and Freddie Mac. Because of the vital role which these
two entities play in the nation’s housing market many are asking what will become of them.
Action:
No action is required at this time; this paper is strictly for information only.
Status/Summary:
FHFA, the new regulator of the two Government Sponsored Enterprises (GSE’s), Fannie Mae and Freddie Mac, has
been appointed their conservator following Secretary Paulson’s decision that the two GSE’s could no longer
maintain their financial solvency. Following these actions, the FHFA announced the GSE’s would increase the
amount of mortgage backed securities (MBS) in their portfolios to help stabilize the secondary mortgage market. In
addition, the Treasury purchased $5 billion in MBS by Fannie and Freddie, created a new liquidity tool to lend
directly to Fannie and Freddie, and has taken a stake in the GSE’s as a preferred stock holder. The government has
been given authority to take up to a $100 billion equity stake in both Fannie and Freddie.
In the plan outlined by Paulson, the GSE’s would expand their portfolios into 2010. The conservator would then start
selling off the GSE’s portfolios at approximately 10 percent a year. However, this may be an unlikely scenario since
the Director of FHFA and the Secretary of the Treasury serve at the pleasure of the President and are likely to
change with any incoming administration this coming January. The responsibility for overseeing the conservatorship
of the two GSE’s will fall on the incoming administration, and the Secretary and Director they appoint.
More important for the future of Fannie and Freddie will be the direction which Congress decides to take them. With
almost no time left before the end of the year, Congress has no intention of addressing the future status of the
GSE’s prior to the start of the 111th Session next year. Both Barney Frank and Christopher Dodd have stated their
intent to hold hearings and bring forth legislation to clearly outline the future course of Fannie, Freddie and the
GSE’s.
Background:
When Congress was debating the Housing and Economic Recovery Act in July, Secretary Paulson told Congress he
needed authority to put Fannie and Freddie into conservatorship and take an equity stake in the companies as a way
to calm Wall Street’s fears that the two mortgage giants would collapse. Stating “if you have a bazooka in your
pocket and people know it, you probably won't have to use it.”
Citing a collapse in market confidence in the two giants Paulson took the severe step of firing his bazooka and
placing the two GSE’s into conservatorship. The build up to this saw Fannie’s and Freddie’s stocks decline 90
percent each over the last year, and the spread between comparable Treasury bonds and the GSE’s MBS increased
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to over two percent. Paulson believed he had no choice given Fannie and Freddie guarantee or own approximately
$1.5 trillion in mortgages.
Impact on Real Estate:
The majority of all home buyers who walk into a lender to obtain a home loan don’t realize the lenders have obtained
their money from Fannie and Freddie. Currently, the majority of all home loans are Fannie Mae, Freddie Mac, FHA
or VA. The government home loan financing programs are at this time the only stable supply of mortgage capital for
lenders. Since the subprime collapse in August of 2007, lenders have been unable to raise capital by selling MBS
that aren’t guaranteed by Fannie and Freddie.
Historically, Fannie and Freddie have stepped into this role numerous times, including the late ‘80s when the S&L
crisis took place, the credit crunch of 1969, and the Great Depression. The countercyclical nature and mission of
Fannie and Freddie required that they fill the void left by lenders during down markets.

Status/Outlook:
What will happen to Fannie and Freddie? Right now it is too soon to know. In light of the recent market turmoil and
the rush to push a bailout plan for the financial sector of the economy; Congress will be looking at a plethora of
financial issues next session. These will include a complete overhaul of regulators overseeing the financial markets.
Congress may see that as an opportunity to address the future of the GSE’s.
C.A.R. Position:
Of great concern to C.A.R. and its members is the long term health and stability of the mortgage market. While the
administration has been perhaps the most vocal critic of the GSE’s, their expansion of Fannie’s and Freddie’s
portfolio during this credit crisis is proof of the necessary role the GSE’s play during down markets. Eventually we
will make it through this down market and capital will flow to lenders without the necessity of the GSE’s guarantee.
The calls will come out again for the elimination of the GSE’s as private lenders are able to meet the needs of the
nation’s mortgage market. However, eventually there will be another down market, capital will dry up, and Congress
and the market will be looking for a stable flow of capital to maintain a healthy mortgage market.
Whether it is Fannie and Freddie or another GSE, Congress must look long term with any legislation they propose
and realize that there will have to be some stabilizing mechanism.

