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Draft Senate GSE Reform Bill 
Would Scale Back Affordable 
Housing Lending
BUZZ ROBERTS, NATIONAL ASSOCIATION OF AFFORDABLE HOUSING LENDERS

A widely leaked draft Senate bill would overhaul the secondary mortgage 

market and scale back commitments to affordable mortgages. 

Offices of the senators working on the draft, Bob 

Corker, R-Tenn., and Mark Warner, D-Va., say the 

draft is not final and neither senator has formally 

committed to it.

The draft bill is the newest attempt at housing 

finance reform, the last big unfinished business 

of financial system reform in the aftermath of the 

Great Recession. After the Federal Housing Finance 

Agency (FHFA) took Fannie Mae and Freddie Mac–

the so-called government sponsored enterprises, or 

GSEs–into conservatorship in 2008, the Treasury 

Department invested $187 billion to keep them 

operating and to support the housing market. The 

GSEs since returned to financial health and paid 

$271 billion in dividends to Treasury, but they 

remain in conservatorship. 

Under the current system, Fannie Mae and Freddie 

Mac are required to meet certain affordable 

housing goals; have additional duties to serve 

rural communities, housing preservation and 

manufactured housing; and contribute ($339 

million in 2017) to the Housing Trust Fund and 

Capital Magnet Fund. 

In 2018-2020, the goals require that at least 

24 percent of the single-family home purchase 

mortgages the GSEs acquire should serve low-

income borrowers; at least 6 percent should serve 

very low-income borrowers; at least 14 percent 

should be located in low-income areas; and 21 

percent of refinance loans should serve low-income 

borrowers. The GSEs have developed new products 

and programs, increased underwriting flexibility, 

modulated risk-based pricing and formed new 

partnerships, all in a concerted effort to meet the 

goals and duties to serve.
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The multifamily goals require Fannie Mae and Freddie 

Mac to finance at least 300,000 units affordable to 

low-income renters each year, including 60,000 units 

affordable to very low-income renters and 10,000 units 

affordable to low-income renters in properties with 

50 or fewer units. These goals encouraged the GSEs 

to establish special products to finance subsidized 

affordable rental housing, including properties with 

low-income housing tax credits (LIHTCs), as well 

as initiatives to support energy-efficiency and serve 

smaller properties.

The Corker-Warner draft would replace Fannie Mae 

and Freddie Mac with new private “guarantors,” which 

would acquire mortgages from lenders; issue mortgage-

backed securities guaranteed by Ginnie Mae and backed 

by the full faith and credit of the U.S. government; and 

hold capital sufficient to absorb all but catastrophic 

losses ahead of the government guarantee. 

The draft bill focuses primarily on single-family 

mortgage finance, providing for the chartering of at 

least five or six new single-family guarantors, none of 

which could have a market share exceeding 20 percent 

to 25 percent.

Once this new competitive market is established, 

Fannie Mae and Freddie would wind down and go out 

of business. Single-family guarantors would not have 

affordable housing goals or duties to serve targeted 

market segments. However, they would have to accept 

loans made to low-income borrowers and moderate-

income first-time homebuyers, and pay fees to a 

“market access fund” they could apply to tap to support 

financing for low-income borrowers. The fees would 

also support the Housing Trust Fund and Capital 

Magnet Fund. 

As the GSEs wind down, they will spin off their 

multifamily businesses as independent multifamily 

guarantors. Other companies could also apply 

to become multifamily guarantors. Multifamily 

guarantors would have direct access to Ginnie Mae 

(i.e., without working through the Federal Housing 

Administration), provided at least 60 percent of the 

units they finance are affordable to low-income renters. 

The total dollar volume of outstanding guaranteed 

multifamily securities could not exceed the GSEs’ 

current multifamily book–$437 billion as of the 

third quarter of 2017. Multifamily guarantors would 

be restricted to securitizing guaranteed mortgage-

backed securities, so they could not make LIHTC 

investments. FHFA recently permitted the GSEs to re-

enter LIHTC investment market for the first time since 

they entered conservatorship; and Fannie Mae has 

already announced it will invest $100 million through 

Raymond James.

The Corker-Warner draft raises a number of questions, 

including:

• Would at least five or six new single-family 

guarantors enter the market, the trigger for winding 

down the GSEs? In concept, FHFA could raise the 

guarantee fee that Fannie Mae and Freddie Mac pay 

in order or take other steps to invite new competition, 

even though that would mean higher interest rates 

for mortgage borrowers. But prospective upstarts 

would have to raise substantial private capital, 

scale up enough to achieve efficient operations in a 

market where basis points matter, attract business 

from lenders with long-standing relationships 

with Fannie Mae and Freddie Mac, contend with a 

new regulatory regime, and hope that enough new 

competitors emerge so that GSEs would actually go 

away. 

• Would the new system provide home mortgages in all 

markets in all times? The draft bill does not require 

the new guarantors to operate nationwide. Would 

rural areas, low-income neighborhoods or other 

markets be disadvantaged? Would guarantors pull 
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continued from page 2

back in a national or regional economic downturn, 

leaving lenders and their borrowers to fend for 

themselves in times of market stress? 

• Would the market access fee be large enough 

to motivate the guarantors to stretch to reach 

underserved markets, as well as to adequately 

support the Housing Trust Fund and Capital Magnet 

Fund? The 2014 Senate bill was expected to generate 

$5 billion in fees annually, assuming a $5 trillion 

secondary market. Would this carrot prove big 

enough to ensure broad market access without the 

stick of an affirmative and enforceable obligation to 

serve?

• Would the new guarantors be tempted to sacrifice 

safety and soundness in the pursuit of market share 

and profit, as the GSEs did before the financial/

housing crisis, or would FHFA be able to keep them 

in check? Some observers have proposed that the 

new guarantors should be treated as utilities subject 

to regulated profits.

Congressional, Treasury and FHFA leaders all say 

permanent legislative reform should be a high priority. 

Conservatorship was supposed to be temporary but 

is now approaching a full decade. Few policy makers 

want to see the GSEs return to their pre-crisis status 

as private companies that are too big to fail, exposing 

taxpayers to future bailouts. Committees in the 

House and Senate held multiple hearings last year in 

anticipation of legislation. 

Several recent developments have added some urgency. 

Two key legislators–Sen. Corker and House Financial 

Services Committee Chairman Jeb Hensarling, 

R-Texas–have announced plans to retire at the end of 

this Congress and the Senate Banking Committee Chair, 

Mike Crapo, R-Idaho, could leave that post to chair 

the Finance Committee, replacing the retiring Orrin 

Hatch, R-Utah. The senator next in line to chair the 

Banking Committee, Pat Toomey, R- Penn., has been 

more skeptical of government involvement in housing 

finance. FHFA Director Mel Watt’s term expires next 

year. The GSEs must draw an additional $4 billion from 

the Treasury because the new tax reform law reduced 

corporate rates, in turn reducing the value of the GSEs’ 

deferred tax assets. Although those draws reflect 

an accounting adjustment, not a decline in the GSEs’ 

economic health, policy makers could cite them as a 

need to accelerate legislative reforms. ;

This article first appeared in the March 2018 issue of the Novogradac Journal of Tax Credits. 
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