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The Question:
Should C.A.R., in conjunction with NAR, "SUPPORT" reducing the FHA
guarantee from its current 100 percent?
Action:
Staff is requesting direction at this time as Congress debates the lowering of
the FHA guarantee amount.
Positions:
1. SUPPORT the lowering of FHA's guarantee
2. OPPOSE the lowering of FHA's guarantee
3. Take no position
Discussion:
The FHA mutual mortgage insurance fund is currently below its statutory
minimum requirement and may, for the first time in FHA's history, draw funds
from the Treasury to make up the difference. This shortfall has been building
as FHA continues to work its way through its poorly performing book of
business from 2007 to 2010. FHA's financial troubles have opened the door
for critics of FHA and government involvement in the mortgage market to begin
proposing reforms to the program that may drastically alter its market share
and availability.
One change that has been proposed is to reduce the FHA guarantee on a
loan. Currently, FHA insures 100 percent of a loan and is backed by the full
faith and credit of the U.S. government. To cover this cost, FHA charges
mortgage insurance premiums, both an upfront premium and an annual
premium.
Some members of Congress would like to reduce the government's exposure
to losses by reducing how much the FHA would guarantee and thus place
more risk on the lenders. It is believed this will reduce FHA's liabilities while
incentivizing lenders to better underwrite the loans since they would have "skin
in the game."

While there has been no specific reduction proposed yet, statements and
questions from House Financial Services members indicate this is likely to be
one of the proposed changes. Questions that remain unanswered are whether
proposed language will place a hard number in statute (e.g. FHA can only
guarantee 80 percent of a mortgage) or a range that the FHA commissioner
can change to meet market conditions and/or in a risk based pricing matrix
(e.g. the FHA can guarantee anywhere from 100 percent to 50 percent of a
mortgage).
Support:
Supporters of reducing the guarantee say:
 The VA and rural housing programs do not have a 100 percent
government guarantee,
 Would reduce taxpayer risk,
 Would give lenders skin in the game,
 Would increase capital reserves, and
 Would help to ensure FHA is preserved and able to play a role in the
housing market.
Oppose:
Opponents of reducing the guarantee say:
 Could result in higher interest rates,
 Could tighten underwriting standards, and
 Could result in less lender participation.
C.A.R. Policy:
C.A.R. does not have policy on this issue.
NAR Policy:
NAR's Federal Housing Committee reviewed the issue in May of 2012 and
relying primarily on a 1997 Government Accounting Office (GAO) report
"expressed concern" about reducing the FHA Guarantee.
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