
Treasury dismisses Fannie Mae comparisons - FT.com

Clip Reprints Print EmailMarch 21, 2013 4:32 pm

Treasury dismisses Fannie Mae comparisons
By Jim Pickard, Kate Allen and Shahien Nasiripour

George Osborne has played down the idea that he is building a British version of
Fannie Mae and Freddie Mac, both of which had to be rescued by Washington at
the height of the credit crunch.

They play a big role in the US housing market, taking mortgages from lenders and
repackaging them as securities to maintain a stream of liquidity to the housing
market.

They back more than half of all outstanding US
mortgage debt, up from a quarter in 1990.

Their roots lie in the Great Depression, when Franklin
D Roosevelt set up the Federal National Mortgage
Association (Fannie Mae). In 1968 it was privatised
and two years later the government launched a
competitor called the Federal Home Loan Mortgage
Corporation (Freddie Mac).

The two companies operated with in effect a
government guarantee and became the bedrock of the
US mortgage market.

But they have also been blamed for helping to fuel the
subprime boom, after coming under political pressure
in the 1990s and 2000s to allow more low-income
borrowers to take out mortgages.

The relaxation of Freddie and Fannie’s lending
standards coincided with a rush by private banks to

lend to subprime borrowers, creating a time-bomb of bad loans.

In 2008, at the height of the credit crunch, the US government was forced to step in
and bail out the pair, which by then had issued $5tn of mortgages, at the cost of
some $130bn to date.

The US government inquiry into the crisis concluded that their regulator was more
concerned with accounting and operational issues than with their “increasing
investments in risky mortgages and securities”.

The Osborne plan may sound superficially similar.

ON THIS TOPIC

Outpost of Royal Opera House
provides some hope

Council worker sees services
going backwards

Just the sort of entrepreneur
government wants

Flaws spotted in Help to Buy
scheme

IN UK POLITICS & POLICY

Watchdog warns NHS is rationing
treatment

Mandelson accuses Balls of living
in past

Sense of relief turns to home loan
alarm

Spending on public services set to
plunge

More

EDITOR’S CHOICE

BUDGET 2013

Squeezed middle battles
financial pain

MATTHEW ENGEL

Cherry picking only works
with fruit to harvest

HIGHLIGHTS

ANALYSIS REVIEW

Grasp the implications of
global events

FT JOBS

New Executive level job
board

©PA

Share

Home  World  Companies  Markets  Global Economy  Lex  Comment  Management  Life & Arts  

Africa Asia-Pacific Europe Latin America & Caribbean Middle East & North Africa UK US & Canada The World Blog Tools

ft.com > world > uk >

Politics & Policy Search

Advanced search

Welcome  Subscribe Your account Site tour Sign out     

http://clippings.ft.com/clipthis/?url=http://www.ft.com/cms/s/0/0a2d9736-9234-11e2-851f-00144feabdc0.html&title=Treasury+dismisses+Fannie+Mae+comparisons&note=Help+to+Buy+will+not+underwrite+as+much+as+US+home+lenders+did&clipthisdisplay=%3Cspan%3EClip%3C%2Fspan%3E&clippeddisplay=%3Cspan%3EClipped%3C%2Fspan%3E&datepublished=2013-03-21+16%3A32%3A0&images=
http://clippings.ft.com/clipthis/?url=http://www.ft.com/cms/s/0/0a2d9736-9234-11e2-851f-00144feabdc0.html&title=Treasury+dismisses+Fannie+Mae+comparisons&note=Help+to+Buy+will+not+underwrite+as+much+as+US+home+lenders+did&clipthisdisplay=%3Cspan%3EClip%3C%2Fspan%3E&clippeddisplay=%3Cspan%3EClipped%3C%2Fspan%3E&datepublished=2013-03-21+16%3A32%3A0&images=
http://storytools.ft.com/storyTools/reprintOrRepublish.html?uuid=0a2d9736-9234-11e2-851f-00144feabdc0
http://storytools.ft.com/storyTools/reprintOrRepublish.html?uuid=0a2d9736-9234-11e2-851f-00144feabdc0
https://twitter.com/intent/tweet?url=http%3A%2F%2Fwww.ft.com%2Fcms%2Fs%2F0%2F0a2d9736-9234-11e2-851f-00144feabdc0.html&text=Treasury%20dismisses%20Fannie%20Mae%20comparisons%20-%20FT.com&original_referer=http%3A%2F%2Fwww.ft.com%2Fintl%2Fcms%2Fs%2F0%2F0a2d9736-9234-11e2-851f-00144feabdc0.html&related=fttheworld&via=FT
http://www.facebook.com/sharer.php?u=http%3A%2F%2Fwww.ft.com%2Fcms%2Fs%2F0%2F0a2d9736-9234-11e2-851f-00144feabdc0.html&t=Treasury%20dismisses%20Fannie%20Mae%20comparisons%20-%20FT.com+|+UK%20Politics%20%26%20Policy
https://plus.google.com/share?url=http%3A%2F%2Fwww.ft.com%2Fcms%2Fs%2F0%2F0a2d9736-9234-11e2-851f-00144feabdc0.html
http://www.linkedin.com/shareArticle?mini=true&url=http%3A%2F%2Fwww.ft.com%2Fcms%2Fs%2F0%2F0a2d9736-9234-11e2-851f-00144feabdc0.html&title=Treasury%20dismisses%20Fannie%20Mae%20comparisons%20-%20FT.com+|+UK%20Politics%20%26%20Policy&summary=Help+to+Buy+will+not+underwrite+as+much+as+US+home+lenders+did&source=Financial%20Times
http://markets.ft.com/tearsheets/performance.asp?s=us:FNMA
http://markets.ft.com/tearsheets/performance.asp?s=us:FMCC
http://lexicon.ft.com/Term?term=subprime
http://ftcorporate.ft.com/how-to-buy/free-trial
http://www.youronlinechoices.com/uk/
http://www.ft.com/cms/s/0/3d6556ba-913b-11e2-b4c9-00144feabdc0.html
http://www.ft.com/cms/s/0/3d6556ba-913b-11e2-b4c9-00144feabdc0.html
http://www.ft.com/cms/s/0/d56d37f2-913b-11e2-b4c9-00144feabdc0.html
http://www.ft.com/cms/s/0/d56d37f2-913b-11e2-b4c9-00144feabdc0.html
http://www.ft.com/cms/s/0/aa35ccb6-913b-11e2-b4c9-00144feabdc0.html
http://www.ft.com/cms/s/0/aa35ccb6-913b-11e2-b4c9-00144feabdc0.html
http://www.ft.com/cms/s/0/001482d2-9252-11e2-851f-00144feabdc0.html
http://www.ft.com/cms/s/0/001482d2-9252-11e2-851f-00144feabdc0.html
http://www.ft.com/cms/s/0/55cb7cdc-9246-11e2-851f-00144feabdc0.html
http://www.ft.com/cms/s/0/55cb7cdc-9246-11e2-851f-00144feabdc0.html
http://www.ft.com/cms/s/0/d2222d6e-927b-11e2-851f-00144feabdc0.html
http://www.ft.com/cms/s/0/d2222d6e-927b-11e2-851f-00144feabdc0.html
http://www.ft.com/cms/s/0/791574ea-924b-11e2-a6f4-00144feabdc0.html
http://www.ft.com/cms/s/0/791574ea-924b-11e2-a6f4-00144feabdc0.html
http://www.ft.com/cms/s/0/edeb471c-9256-11e2-a6f4-00144feabdc0.html
http://www.ft.com/cms/s/0/edeb471c-9256-11e2-a6f4-00144feabdc0.html
http://www.ft.com/intl/cms/s/0/www.ft.com/analysis
http://www.ft.com/cms/s/0/0257d66a-8f0b-11e2-a39b-00144feabdc0.html
http://www.ft.com/cms/s/0/0257d66a-8f0b-11e2-a39b-00144feabdc0.html
http://www.ft.com/arts/columnists/engel
http://www.ft.com/cms/s/0/fd6dbaba-9177-11e2-b4c9-00144feabdc0.html
http://www.ft.com/cms/s/0/fd6dbaba-9177-11e2-b4c9-00144feabdc0.html
http://www.ft.com/analysis-review
http://www.ft.com/analysis-review
http://www.ft.com/analysis-review
http://jobs.ft.com/us/
http://jobs.ft.com/us/
http://jobs.ft.com/us/
http://www.ft.com/cms/s/0/0257d66a-8f0b-11e2-a39b-00144feabdc0.html
http://www.ft.com/servicestools/terms/press-association
http://www.ft.com/cms/s/0/fd6dbaba-9177-11e2-b4c9-00144feabdc0.html
http://www.ft.com/analysis-review
http://jobs.ft.com/us/
http://www.ft.com/
http://www.ft.com/
http://www.ft.com/world
http://www.ft.com/world
http://www.ft.com/world
http://www.ft.com/companies
http://www.ft.com/companies
http://www.ft.com/markets
http://www.ft.com/markets
http://www.ft.com/global-economy
http://www.ft.com/global-economy
http://www.ft.com/lex
http://www.ft.com/lex
http://www.ft.com/comment
http://www.ft.com/comment
http://www.ft.com/management
http://www.ft.com/management
http://www.ft.com/arts-leisure
http://www.ft.com/arts-leisure
http://www.ft.com/world/africa
http://www.ft.com/world/africa
http://www.ft.com/world/asiapacific
http://www.ft.com/world/asiapacific
http://www.ft.com/world/europe
http://www.ft.com/world/europe
http://www.ft.com/world/americas
http://www.ft.com/world/americas
http://www.ft.com/world/mideast
http://www.ft.com/world/mideast
http://www.ft.com/world/uk
http://www.ft.com/world/uk
http://www.ft.com/world/us
http://www.ft.com/world/us
http://blogs.ft.com/the-world/
http://blogs.ft.com/the-world/
http://www.ft.com/servicestools
http://www.ft.com/servicestools
http://www.ft.com/
http://www.ft.com/world
http://www.ft.com/world/uk
http://www.ft.com/world/uk/politics
http://search.ft.com/advsearch
http://registration.ft.com/registration/subscription-service/bpsp?segid=70152
http://registration.ft.com/registration/selfcare/
http://www.ft.com/tour
https://registration.ft.com/registration/login/logout?location=
http://googleads.g.doubleclick.net/aclk?sa=L&ai=BdBzX7bpLUe-xB4eglASmyYDADNmyp4gDAAAAEAEgADgAUJ2-9oz______wFYudqpjzVgyebjhsijkBmCARdjYS1wdWItMTU0Mjc4MzczMTUxMDIxM7IBCnd3dy5mdC5jb226AQlnZnBfaW1hZ2XIAQPaAUhodHRwOi8vd3d3LmZ0LmNvbS9pbnRsL2Ntcy9zLzAvMGEyZDk3MzYtOTIzNC0xMWUyLTg1MWYtMDAxNDRmZWFiZGMwLmh0bWypArorJrNUd7k-wAIC4AIA6gIsNTg4Ny9mdGNvbS41ODg3LndvcmxkL3VrLXBvbGl0aWNzLWFuZC1wb2xpY3n4AoTSHpADrAKYA9AFqAMB0ASQTuAEAaAGFA&num=0&sig=AOD64_2cRPX8CJDLfwo9Qbrwfm1KfmArjg&client=ca-pub-1542783731510213&adurl=http://www.renminbicompass.com/ftcuser/subscribe
http://googleads.g.doubleclick.net/aclk?sa=L&ai=BkFI-7bpLUa-sDISOlASwqYDQCrGPjN8CAAAAEAEgADgAULL689_7_____wFY-eD0pjxgyebjhsijkBmCARdjYS1wdWItMTU0Mjc4MzczMTUxMDIxM7IBCnd3dy5mdC5jb226AQlnZnBfaW1hZ2XIAQLaAUhodHRwOi8vd3d3LmZ0LmNvbS9pbnRsL2Ntcy9zLzAvMGEyZDk3MzYtOTIzNC0xMWUyLTg1MWYtMDAxNDRmZWFiZGMwLmh0bWypArorJrNUd7k-wAIC4AIA6gIsNTg4Ny9mdGNvbS41ODg3LndvcmxkL3VrLXBvbGl0aWNzLWFuZC1wb2xpY3n4AoTSHpADrAKYA9AFqAMB0ASQTuAEAaAGFA&num=0&sig=AOD64_3Hcf6yPETLEYgALg7WgINmQE9Www&client=ca-pub-1542783731510213&adurl=https://www.ftnewspaper.com/FTUSA_LP002/index.php%3Fsrc%3D/JLFB1S4


Treasury dismisses Fannie Mae comparisons - FT.com

You may be interested in

Clip Reprints Print Email

Budget 2013: 'Help to Buy' parallels US loan

system

Q&A: Will Help to Buy get people on the

housing ladder?

US mortgage bonds: opening doors

Freddie sues over 'substantial' Libor loss

Budget 2013: Keynes plays estate agent

Sense of relief turns to home loan alarm

Person of the year: Scale the heights

Business urged to renew support for arts

Property prices hit record for March

Soumitra Dutta: Johnson at Cornell

Arbitrary 'supersized' soda ban led to defeat

Tour de France 2014 start receives boost

Charter soars on interest from Liberty

Miliband set to ditch Trident stance

When Irish eyes are not smiling

Justin Timberlake: The 20/20 Experience

Airbus wins $24bn Lion Air order

Citi to pay $730m over subprime mortgages

US securities players form new trade group

Big houses dominate platforms

But there are differences, not least his promise that the “Help to Buy” mortgage
guarantee would be temporary – for three years. And while Freddie and Fannie
securitised entire mortgages, taking them off banks’ balance sheets, the UK
government will underwrite on average 9 per cent of each mortgage.

With plans for about £130bn of mortgages to be underwritten by the scheme, the
taxpayers’ cash at risk is about £12bn.

The Treasury says banks will have no incentive to make low-quality loans because
they will have to take a share of net losses – but they are only on the hook for 5 per
cent. The lion’s share would be born by taxpayers if there was a market crash.

The main lesson from Fannie and Freddie is to be wary of pushing the mortgage
guarantor to expand. The US subprime inquiry found that Fannie’s “quest for
bigger market share, profits and bonuses led it to ramp up its exposure to risky
loans and securities as the housing market was peaking”.

David Min, professor of financial markets regulation at the University of California,
said the UK programme could be useful in providing “counter-cyclical mortgage
credit”.

”Of course the primary issue with any government guarantee scheme, whether
deposit insurance or mortgage insurance or otherwise, is ensuring that taxpayers
are sufficiently safeguarded against loss, through restraints on risk-taking by the
recipients of those government guarantees,” said Prof Min.

“Moral hazard is of course omnipresent in banking, but it is more pronounced in
the presence of government guarantees, as bankers are literally playing with other
people’s money.”
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