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Government Control
of Fannie and Freddie in
Historical Perspective

Avre we on the right path with ongoing reforms or is government oversight
of these mortgage giants a lost cause?

¢ BY VERN McKINLEY




WIKICOMMONS (FANNIE MAE), KEN HOWARD IMAGES /ALAMY (FREDDIE MAC)

SPRING 2020 / Regulation | 29

ust after Labor Day 2019, the Treasury Department
released a report on reforming Fannie Mae and Freddie
Mac, the government-sponsored enterprises (GSEs)
that purchase mortgages in the secondary market.
The report gets into the details of an issue that has
been at the forefront of housing policy for the past 30
years, since the two mortgage behemoths began their
massive growth during the 1990s. The issue has taken on greater
importance in the last 12 years, as the GSEs have been under direct
government control after they began to melt down as part of the
2007-2008 financial crisis.

Before we can wade into the report, we must appreciate the
confounding history of the issues and the involved policymakers.
Much of the coverage in the media has glossed over this complex
history, leaving readers with many questions about how the pieces
of this puzzle came together and what will change under proposed
policy reforms.

To understand where the GSEs have been and where they
will go in the future requires focus on a few core issues. Some
of these can be addressed administratively under current law,
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such as what level of capital the GSEs require, how much longer
Fannie and Freddie will remain as wards of the state, and how to
make transparent to the public the last decade-plus of govern-
ment authorities’ decision-making over the GSEs. Changing the
duopoly presence in their market will likely require legislation,
although in the short run administrative measures can be used
to shrink their asset base.

A DOZEN YEARS AND COUNTING
FOR GOVERNMENT CONTROL

In early July of 2008, James Lockhart, then-director of the Office
of Federal Housing Enterprise Oversight, which was Fannie and
Freddie’s supervisor at the time, gave assurances on the financial
network CNBC that the GSEs were “adequately capitalized” accord-
ing to the most up-to-date data from Fannie and Freddie. (Capital
is used as a buffer against losses during difficult operational times.)
Then-treasury secretary Henry Paulson echoed Lockhart’s com-
ments in testimony to Congress a week later, with then-Federal
Reserve Board chairman Ben Bernanke backing him up.

In response to the early phases of the mortgage crisis, Paulson
had shepherded the Housing and Economic Recovery Act (HERA)
through Congress, granting new powers to Fannie and Freddie’s
supervisor to be used during times of market stress. HERA was



