September 4, 2001

Millennial Housing Commission

800 North Capitol Street, NW

Suite 680

Washington, DC 20002

Dear Commissioners:

I would like to share just a few thoughts with you in the area of housing finance.  I’ll leave it to others, along with your own experience, to provide all the background.  Based on my own experience, I’ve come to the following convictions:

Fannie Mae and Freddie Mac

These organizations deliver a worthwhile public service, but there is room for significant improvement.  They are inherently profit maximizing, risk averse institutions, to the disadvantage of the very people they are intended to serve. A Federal Reserve Board staff report some eight years ago argued persuasively that they behave as duopolists in their pricing policies. The more recent CBO reports are compelling in their estimates that only about two-thirds of the public benefit received by the GSE’s is passed on to housing consumers.

Two suggestions: First, they should be treated as the “public utilities” that in effect they are. Their pricing, or rate setting, practices should be regulated by one of their regulators. Second, and this is not a new thought, they should not be exempt from local taxes.  While it may not be practical to simply revoke their existing exemption, a payment to the Federal government in lieu of the local tax payment is in order.

Without having specific suggestions, I would nonetheless add that Fannie Mae and Freddie Mac could and should do considerably more in the areas of affordable rental housing and homeownership assistance.  As recent studies published by HUD document (Cityscape, Volume 5, Number 3), the “GSE’s have not performed as well as the conventional lenders” in helping low-income homebuyers or helping underserved areas; and they exhibit a “flight to safety” in their underwriting practices.

Ginnie Mae
Ginnie Mae is a remarkably successful agency.  It delivers for FHA and VA borrowers essentially the same securitization services as Fannie and Freddie provide for conventional borrowers, but at about one-third the cost in guarantee fees to lenders and at significant “profit” to the government.

But Ginnie Mae is tightly constrained in staffing and other resources, and in program and management flexibilities. These constraints in the long run could undermine program effectiveness and risk management abilities.

Suggestions:  Ginnie Mae should be given the staff, other resource, and program enhancements needed to stay abreast of market requirements.  Authority should be provided to try a conventional mortgage backed securities program on a demonstration basis.  Also, inclusion of Ginnie Mae securities in Social Security and Civil Service Retirement fund investments should be allowed, both as a means to raise the returns in those funds without increasing credit risk and as a way to deepen the market for these securities.

National Affordable Housing Trust Fund

Resist if you can the urge to jump on the bandwagon for this legislation.  Yes there is a great need for more affordable housing, and yes the budget is very tight.  But it is wrong to tap one group of housing consumers (FHA-VA borrowers) in order to cross subsidize another group (low income renters).  

If there are excess reserves in the FHA and Ginnie Mae programs, lower the fees charged in those programs so that those beneficiaries can get the full benefits of the programs. And, appropriate the funds necessary for affordable rental housing in the regular budget process. That way, the urgently needed rental housing is paid for by the full tax-paying public, rather than through a narrow, targeted, regressive “tax” on FHA and VA borrowers.
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Thank you for considering these comments.

Sincerely,

Warren Lasko

