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The Question:
Should C.A.R., in conjunction with NAR, "SUPPORT" a cap on the FHA's
market share, but allows for the FHA to increase its market share, but which
allows for the FHA to increase its market share to play a counter-cyclical role?
Action:
Staff is requesting direction at this time as Congress debates the reforming of
the FHA and continued proposals to shrink their market share.
Positions:
1. SUPPORT a cap on the FHA's market share
2. OPPOSE a cap on the FHA's market share
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 place a statutory cap on the size of
FHA's market share. No specific number has been proposed, but historically
speaking, FHA's market share has ranged between ten- and fifteen-percent of
loan originations since 1990. That number soared during the most recent
financial crisis, rising to 24.6 percent of all purchases in 2010, and as high as
39 percent of all purchase mortgagees in the 4th quarter of 2009. Currently,
FHA's is used in 14.6 percent of all home purchases (which includes financed
and non-financed transaction such as cash purchases) and is 26 percent of all
mortgages used to purchase a home (also known as the purchase mortgage
market).
Proponents of the proposed cap would like to include language that would
allow the FHA to increase its market share above the cap to play a counter-

cyclical role should the housing market and economy begin to decline. It is
unclear what the "market-triggers" would be for this. Historically, the FHA's
counter-cyclical role has been to increase FHA financing for home purchases
when private capital tightens credit and/or shrinks capital availability.
Support:
Supporters of the cap on FHA's market share say:
 The FHA is crowding out private capital by being able to price its risk
low because of its government backing,
 It would ensure the FHA is playing the role government always
intended it to play and is not competing against the private market.
 The market-triggers will ensure the FHA is able to still play a countercyclical role if necessary.
Oppose:
Opponents of the market share cap say:
 The FHA's market share during this downturn was not because of a
competitive advantage, but because private capital did not want to
invest in real estate,
 Now that the housing market is recovering, the FHA's market share is
declining towards historical norms just as the program was intended to
do, and
 A statutory market-trigger will prevent the FHA from being able to
quickly respond to market needs and a flight of private capital.
C.A.R. Policy:
C.A.R. does not have policy on this issue.
NAR Policy:
NAR does not have policy on this issue.
Should C.A.R., in conjunction with NAR, "SUPPORT" a cap on the FHA's
market share, but allows for the FHA to increase its market share to play a
counter-cyclical role?
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