A Public-Private Partnership to Expand Homeownership

_______________________________________________________

Myths and Facts
Myth:  “This is not a public-private partnership, but rather several big banks and mortgage insurers trying to lay off a portion of their loan risk on the Federal Government.”

FACT:  The exact opposite is true.  The private sector would share the risk which is now completely born by the Federal Government.  In a typical loan default, private mortgage insurance would cover the entire loss and the Federal Government would pay nothing.  Also, cutting-edge private sector tools would both improve loan approval screening and help reduce default and delinquency rates among those who run into financial difficulties.

Myth:  “The FHA suffers from an inability to properly manage risk and suffers dangerously high default rates.  Allowing them, through a public-private partnership, to make more loans simply compounds the risk to the Federal Government.”

FACT:  The mission of FHA is to reach families who otherwise could not get home loans, yet each year the FHA actually brings hundreds of millions of dollars into the U.S. Treasury.  The public-private partnership will introduce private sector risk management tools, proven to reduce defaults and delinquencies.  The Congressional Budget Office has determined that the public-private partnership would bring additional funds into the Treasury.

Myth:  “The public-private partnership will increase the costs of loans to consumers.”

FACT:  Consumers would never pay more for loans, in fact in some instances they would end up paying less.  This program simply brings additional competition to the marketplace.  Increased competition will only benefit consumers and get more of them into their own homes.

Myth:  “The big banks and mortgage insurers are only entering this market because of the higher servicing fees associated with these loans.”

FACT:  As required by law these loans have traditionally generated marginally higher servicing fees.  The fee structure was designed to compensate for the increased work and risks associated with these higher risk loans.

Myth:  “There is no reason or need for this program.”

FACT:  There is a great need for this program, especially if the U.S. is to achieve HUD Secretary Martinez’ goals of reaching 70% homeownership and raising the percentages of minorities who own their own homes.  Currently many potential homebuyers are denied loans because of the GSE duopoly over automated underwriting systems.  The public-private partnership would open the market to additional loan approval systems which tests show will mean more loan approvals to all Americans.
