Supporting Recommendations

The Millennial Housing Commission presents the following supporting recommendations.

Increase funding for housing assistance in rural areas.

By definition, rural areas are both remote and lightly populated. Many small town and farming communities were bypassed in the recent good economic times. As a result, poverty rates, unemployment rates, and the incidence of housing problems are at levels approaching those of the nation’s big cities.

But rural housing needs are harder to serve than most urban needs, and are often neglected by major federal housing production programs such as HOME, CDBG, and the Low Income Housing Tax Credit. As a result, the Rural Housing Service (RHS) programs of the U.S. Department of Agriculture have been the primary source of rural housing assistance since 1949.

In addition to underfunding, rural areas face unique housing challenges. In particular, homeownership is the predominant tenure in rural areas, and there are far more owners than renters with affordability problems. Moreover, housing vouchers often do not work because there is not enough supply from which to choose.

In recent years, federal spending on rural housing programs has been dramatically reduced. As a result, few new housing units have been added in the poorer, more remote rural areas that the Department of Agriculture has historically served. There is substantial demand and need for rural housing assistance, and backlogs for loans are at historic highs. The Commission believes that federal rural housing programs are an important element of the nation’s housing finance and delivery system, and that Congress and the Administration should therefore increase appropriations for low-income housing in rural America.

Specifically, the Commission recommends that Congress provide adequate funding for core RHS housing programs, including Section 515 rental housing, Section 521 rental assistance and housing assistance for farm workers, Section 502 homeownership loans and guarantees, and others. It should also ensure that rural areas receive their fair share of resources from other federal production programs based on objective measures of proportionate housing need. States need to pay special attention to the needs of rural areas as they allocate funding through these programs.

Increase funding for Native American and Native Hawaiian housing.

The housing and finance needs of native peoples are urgent. According to the latest census data, the poverty rate among the nation’s 2.5 million Native Americans in 2000 was more than twice the national average.1 Forty percent live in overcrowded or physically inadequate housing.2 Current estimates point to the immediate unmet need for 220,000 affordable housing units, plus related infrastructure.3 The nation’s 399,000 Native Hawaiians and other Pacific Islanders have serious housing needs, as well.

While housing programs serving these populations are properly targeted to their unique needs, funding levels have been consistently inadequate. The Commission recommends that Congress increase funding for the Native American Housing Assistance and Self-Determination Act (NAHASDA) block grant, and makes the following specific recommendations:

1. Increase funding for capacity-building, technical assistance and training, and the creation of Community Development Financial Institutions (or similar lending institutions) on reservations. Support for housing development is allocated through the NAHASDA block grant rather than through predetermined programs and plans. As a result, tribes need training and technical assistance to understand how best to use this and other resources. In addition, there is a critical need for institutions on Native American reservations to manage the financing for housing construction, rehabilitation, and home improvement loans.4 

2. Fund the Land Title Commission to examine mortgage-lending practices and provide additional funds to the Interior Department to accelerate the mortgage lending process. Land issues in Indian Country are extremely complex. Approximately three-quarters of all Indian land is held in trust by the U.S. government on the tribes’ behalf. The Commission urges Congress to provide funding for the Land Title Report Commission to analyze and improve the current system for maintaining ownership records and title documents, as well as for issuing certified title status reports.

3. Increase funding for housing-related infrastructure needs through Indian Health Services and the Rural Utility Service. Many tribal communities lack the basic infrastructure necessary for economic and community development. Seventy-three percent of all tribal water treatment facilities are considered inadequate,5 and fewer than 50 percent of homes on reservations are connected to a public sewer.6 
More funds are needed to eliminate these health and safety hazards.

4. Increase funding for the newly enacted Native Hawaiian Housing Assistance Program. Nearly half of all Native Hawaiians experience problems of housing affordability, overcrowding, and structural inadequacy. There are approximately 20,000 families currently on a waiting list for a lease on a spot on a Hawaiian Home Land.7 There is a serious lack of access to capital on such lands, as there is in much of Indian Country on the mainland.

5. Develop a demonstration program for the provision of housing for tribal college students and faculty. There are 32 tribal colleges today, most of which are located in isolated areas where housing is in short supply. The American Indian population has become increasingly younger, and college education that is obtainable is critical for improving the self-sufficiency of future generations. Tribal colleges receive little or no funding from state governments.

6. Broaden the ability of tribes to issue tax-exempt private activity bonds for housing. Current law effectively prohibits a borrower in a tax-exempt issuance from relying on future federal financial assistance (e.g., guaranteed payments) to repay the loan. While various exemptions from this prohibition do exist, none is for programs tailored to Indian tribes. Under current law, tribes can issue tax-exempt bonds for rental units owned by the tribe and leased to tribal members, but not for single-family or multifamily units owned by qualified residents. In addition, tribes cannot issue tax-exempt bonds for rental housing owned by a partnership in which the tribe is a member.

Establish Individual Homeownership Development Accounts to help more low-income households buy homes.

An estimated 3.6 million renters are unable to buy homes because they cannot cover the cash outlays needed for downpayment and closing costs.8 Individual Homeownership Development Accounts (IHDAs) are an innovative way to help low-income families save money for this purpose.

In partnership with the financial industry, an IHDA program would help make homeownership possible for more families. Similar to 401(k)s, these accounts would offer matching funds from private and public sources for each dollar saved. Participants would also receive valuable financial education and counseling. To encourage households to open IHDAs, it might be useful to provide incentives to employers, financial institutions, nonprofits, foundations, and family members to match up to $2,500 in annual IHDA savings.9 Tax deductions for these matching funds would create additional incentives to participate in the program.

In this spirit, the Commission recommends that the 401(k) and IRA statutes be amended to allow financial institutions to monitor IHDA deposits for Community Reinvestment Act credit. This will encourage institutions to participate in asset-building for account holders in a cost-efficient way since the basic

administrative structure is already in place. IHDA program monitors would be responsible for tracking deposits and their use for up to five years, ensuring that families who either violate program terms or do not use their funds pay taxes on a portion of the accrued value.

Allow housing finance agencies to earn arbitrage.

Arbitrage is the “the nearly simultaneous purchase and sale of securities or foreign exchange in different markets in order to profit from price discrepancies.”10 The federal government restricts the amount of arbitrage a housing finance agency can earn on “purpose” and “nonpurpose” investments of Mortgage Revenue Bond (MRB) proceeds. In the case of MRBs, purpose investments are mortgages and nonpurpose investments are everything else. Earnings on purpose investments are limited to 1.125 percent above the interest rate paid to bondholders; earnings on nonpurpose investments that exceed the interest rate paid to bondholders must be rebated to the Treasury.

Compliance with these restrictions is costly for state HFAs, and removing or relaxing them would result in negligible federal revenue losses. The current limit on the spread between the bond rate and the mortgage rate on housing bonds was imposed 20 years ago, when conventional rates were relatively high compared with MRB rates. Since then, the spread has narrowed considerably because mortgage market innovations have in effect set an upper limit on tax-exempt bond mortgage rates. This translates into limited potential for arbitrage earnings. In addition, the rebate requirement has discouraged HFAs from making nonpurpose investments that yield arbitrage.

The Commission therefore recommends that Congress repeal or liberalize federal restrictions on housing agencies’ ability to earn arbitrage on mortgage bond proceeds. This measure would increase the amount of federal assistance available to support low-income housing without additional annual appropriations. Indeed, removing the restrictions entirely would allow resources now spent on compliance to be devoted instead to housing.

To limit any potential federal revenue loss, Congress could set a maximum arbitrage rate (as it already does in the case of mortgages made from bond proceeds), or limit the period during which unlimited arbitrage can be earned on nonpurpose investments.

Exempt housing bond purchasers from the Alternative Minimum Tax.

Congress created the Alternative Minimum Tax (AMT) to ensure that all taxpayers pay a minimum amount of tax. For constitutional reasons, Congress did not impose the AMT on bonds issued to finance local government facilities, but it did impose it on the interest earnings on otherwise tax-exempt housing bonds.

This circumstance not only keeps many investors out of the housing bond market, but it also raises the cost of financing for affordable housing. For example, in early 2002, interest rates on state-issued housing bonds exempt from the AMT were 15 to 35 basis points lower than those subject to AMT.11 For the federal government, the cost of eliminating this burden would be insignificant. Because few investors who own housing bonds are subject to the AMT, the federal government collects little income from the tax.

The Commission recommends that housing bond purchasers be exempt from the Alternative Minimum Tax.

Undertake a study of the Davis-Bacon Act requirements.

Enacted during the Depression, the Davis-Bacon Act was intended to protect the wages of construction workers. The act requires builders on all federally funded or assisted projects to pay at least the local “prevailing wage” on any construction contract valued at more than $2,000. The prevailing wage is calculated as either the wage that a majority of workers in that craft receive or, lacking a majority, 
a weighted average of all the wages paid in that craft in the locality.

Evidence presented to the MHC suggests that wage levels set under this procedure are higher than actual wages paid. Clearly, this appears to be a serious issue in at least some parts of the country and for certain types of construction systems. The Commission is concerned about any requirements that raise the cost of housing. At the same time, however, it is aware that Davis-Bacon effectively increases incomes for construction workers, thus enhancing their economic opportunity.

Given the competing viewpoints, the Commission recommends that Congress undertake a study of the Davis-Bacon requirements and make improvements in such areas as the accuracy of the wage data, the applicability threshold, and the reporting requirements.

Address regulatory barriers that either add to the cost of or effectively discourage housing production.

However well intended, regulations may either increase the cost of housing production (making units less affordable) or effectively discourage production. The Commission recommends that Congress consider three approaches for addressing the effects of such regulations.

One approach to removing such barriers, already passed by the U.S. House of Representatives (H.R. 3899), is to require all federal agencies to include a housing impact analysis as part of the rule-making process. The housing impact statement would serve to focus consistent attention on the question of how proposed rules and regulations might affect home prices.

Each housing impact analysis would include: (1) a description of the reasons why action is being considered; (2) a succinct statement of the objectives of, and legal basis for, the rule or regulation; (3) a description of and, where feasible, an estimate of the effects that the rule or regulation would have on the cost or supply of housing or land; and (4) identification, to the extent possible, of all relevant federal rules that may duplicate, overlap, or conflict with the proposed rule or regulation.

H.R. 3899 also reauthorized grants, originally included in the Housing and Community Development Act of 1992, that would serve as incentives for states and localities to develop strategies for removing regulatory barriers. It also required communities to demonstrate a “good faith effort” to remove barriers when they submit their Consolidated Plans to HUD for HOME and CDBG funding. Finally, H.R. 3899 proposed establishment of a clearinghouse within HUD to collect and disseminate information on regulatory barriers and their effects on the availability of affordable housing.

A second approach would be to establish a demonstration program to provide planning grants to localities committed to combining land-use regulations into a comprehensive “balanced growth code” that has “workforce housing affordability” as a key ingredient. The grants would go to jurisdictions that already demonstrate leadership in this area, with “lessons learned” ultimately applied more broadly.

Finally, the Commission recommends that the federal government create funding incentives for localities to incorporate accessible housing standards already mandated under federal law into their local building codes.

Streamline state planning requirements for community development programs.

Federal planning requirements for the various funding streams used for housing and community development are narrow and prescriptive, and are often an exercise in paperwork. The Millennial Housing Commission recommends that Congress encourage states to develop plans that establish basic principles such as the importance of sustainability, define housing needs and target areas, list priorities (such as mixed-income development or accessibility for the disabled), outline a menu of resources, and request project proposals that offer solutions.

Planning requirements should be flexible enough to allow states to consider transportation, smart growth, and economic needs in setting priorities. Some combination of citizen participation and review, public disclosure, and public hearings is fundamental to this process. State and local fair housing enforcement agencies should also be involved from the start, with adequate funding to make this possible. All allocation decisions should derive from the plan.

The Commission further recommends that states that successfully develop a comprehensive strategic plan should be able to request a waiver of standard program planning requirements. To be eligible for such a waiver, however, the strategic plan would have to detail how the state would address the set of needs and priorities of the particular funding agency.

Expand the financing options for small multifamily properties.

While the secondary market for large multifamily properties (defined as properties with 50 or more units) 
is developing rapidly, the same is not true for small multifamily properties (with 5 to 49 units). Some of the factors contributing to this lag are limited understanding among property owners about financing options; lack of economies of scale in underwriting, servicing, and creating mortgage-backed securities; and the declining presence of thrift institutions—the traditional source of finance for small multifamily properties.

This financing gap not only weighs against the production of smaller, usually urban, rental properties, but 
it also hampers preservation of existing units. With more than one-third of all rental structures falling within the small multifamily category, providing a strong secondary market for these loans is an important way to preserve and expand the affordable supply. To address this gap, the Commission recommends the following measures:

•
Create an FHA small multifamily pool insurance program. Loans for small multifamily properties can be unprofitable because of their perceived risks and the high costs of credit enhancement relative to loan size. The Commission recommends the creation of FHA pool insurance for small multifamily properties to facilitate loan pooling, diversify risk, and reduce credit enhancement costs. Such a program would give 
local lenders an outlet for small multifamily loans at lower cost than current FHA programs.

•
Streamline FHA’s existing small multifamily whole loan insurance. Although FHA introduced its Small Project Processing program in the 1990s to increase small multifamily lending, the program has attracted little interest from lenders. The Federal Home Loan Bank (FHLB) of Boston has, however, demonstrated that eliminating unnecessary and costly requirements would increase its usage. FHA should work with the Boston FHLB to make these changes, and reach out to other Federal Home Loan Banks to encourage local banks to originate FHA-insured small multifamily loans.

•
Encourage the government-sponsored enterprises and lenders to make loans for small multifamily properties. HUD’s affordable housing goals already encourage Fannie Mae and Freddie Mac to make small multifamily loans. The Federal Housing Finance Board may wish to consider similar goals for the Federal Home Loan Banks, while state housing finance agencies could adopt their own goals. The Commission recommends extending small multifamily financing goals to other lenders as a way to direct energies into this market. Congress could also encourage the Federal Home Loan Banks to support multifamily lending through initiatives to make advances on favorable terms.

•
Fund national data collection on multifamily lending and promote standardization of lending practices. Relative to loan size, the costs of underwriting and servicing small multifamily loans, as well as making securities out of small multifamily loan pools, are higher than those for large multifamily loans. These 
high fixed costs could be reduced by improving and centralizing information sources for appraisals, environmental reviews, and loan performance, and by standardizing documents, bankruptcy rules, and 
title requirements.

The Commission recommends a national data collection effort to analyze the risks of multifamily lending. While reducing the costs of all multifamily loans, this would especially benefit small multifamily lending. The Multifamily Housing Institute has already made significant advances toward this goal, but progress has stalled because of insufficient funding for startup and operating costs, and because of the uncertain commitment from the government-sponsored enterprises to supply data.

Foster a secondary market for development and construction lending.

One of the last major challenges for the housing finance system is to develop a robust secondary market 
for development and construction loans. Without such a market, these loans will remain unnecessarily expensive—adding to rents and home prices and preventing the production of new housing in areas of high risk but great need.

Capital for housing development and construction comes primarily through equity of various types, which is expensive. It also comes through commercial banks and thrifts that hold loans in their portfolios rather than sell them into the secondary market. In fact, a recent survey shows that 97 percent of development loans, 91 percent of single-family construction loans, and 100 percent of multifamily construction loans come from commercial banks and thrifts.12 As a result, the loans do not benefit from the lower rates and liquidity provided by the secondary market. Moreover, during credit crunches when concerns over credit quality drive lenders out of the market, production can slow considerably and drive costs up even further.

To develop a secondary market for development and construction loans, the Commission recommends that Congress:

 •
Encourage the Federal Home Loan Bank System to launch a pilot program establishing a “private” secondary market for construction loans. The first step in creating an efficient secondary market typically begins with development of a private program that tests the market’s potential on a limited scale. The FHLBs could launch a demonstration program through which they would purchase construction loans from member banks, thereby building data and standards that could be applied by others. These loans could be held in portfolio or sold into the secondary market. Over the longer term, the pilot program could include purchase of development loans, especially for in-fill and urban redevelopment where lack of financing is 
a major constraint.

 •
Urge the Treasury Department to publish detailed guidance on the use of Financial Asset Securitization Investment Trusts (FASITs). FASITs provide a vehicle for securitizing construction, development, and other types of loans by allowing the same favorable tax and accounting treatment that single-family mortgages receive through Real Estate Mortgage Investment Conduits (REMICs). Greater access to the secondary market for development and construction loans through FASITs would expand the capital available for housing. Lack of regulatory guidance from the Treasury Department, however, has greatly limited the use of FASITs. The Commission recommends that the Treasury Department quickly provide clear and appropriate guidance so the intent of Congress in creating this mechanism can be realized.

 •
Permit FHA to issue construction-only insurance. The full-faith-and-credit of the federal government is the most powerful credit enhancement available. By indemnifying investors against losses from construction-only loans with pre-specified and less costly terms, FHA could attract secondary-market investors. FHA already insures construction-to-permanent loans. As noted in the Commission’s proposal to revitalize the Federal Housing Administration, FHA should offer both individual and pooled construction-only products, working both alone and in tandem with risk-sharing partners to deliver them.

 •
Grant government-sponsored enterprises express authority to purchase construction-only loans. It is unclear whether the GSEs can purchase construction-only loans. Their charters should therefore be amended to give them explicit authority to do so.

•
Require banking regulators to collect data as well as publish sufficiently detailed reports on the activity and performance of real estate loans. Loan activity and performance reports from banking regulators should separate out results for commercial and residential real estate loans. The reports should also provide detail on the three major types of loans—land acquisition, land development, and construction—within these broad categories.

Launch a demonstration project for comprehensive 
community-based work.

Some neighborhood-based needs and initiatives fall outside the boundaries of traditional federal anti-poverty programs. In addition, government cannot provide all of the funding needed for the intensive community development required.

Private foundations have funded many demonstration projects that combine affordable housing development, economic development, job training, childcare, and transportation projects to improve all systems in a neighborhood at once. The Commission recommends combining the interest and resources of these large philanthropies with funding from the federal government.

This new public-private partnership could be modeled on the National Community Development Initiative (NCDI), a funding collaborative that includes the Department of Housing and Urban Development, major foundations, banks, and insurance companies. NCDI directs funding to community development corporations (CDCs). Three dollars of private foundation money are matched by one dollar of HUD funding in a pool used to improve the community development infrastructure in 23 selected cities. HUD participates equally with the private sector in funding decisions.

Under the new partnership, the Departments of Health and Human Services, Housing and Urban Development, Transportation, and Labor could participate in a pool that would also receive contributions from major foundations. The three-to-one private-sector match would apply. The new partnership would, however, funnel money to a broader set of community-based nonprofits focused on affordable housing development, job training, health care, childcare, transportation, and other appropriate community development activities.

A board composed of representatives of the private foundations and public agencies would make funding decisions. Localities would apply to this board for funding.

Improve consumer education about home mortgage lending.

Many consumers enter the mortgage application and homebuying process without full knowledge and understanding of how to obtain the best loan for their circumstances. Accurate comparisons of loan terms, fees, and requirements can be difficult. Even with real estate disclosures and truth-in-lending laws, consumers can fall prey to deals that put their homes at risk.

Recent research by Freddie Mac indicates that face-to-face pre-purchase education and counseling reduces loan delinquencies by as much as 34 percent.13 The evidence suggests that counseled buyers are not only less likely to end up with unfair loans, but they are also better prepared for the responsibilities of homeownership. Federal support for homebuyer education and counseling is crucial to the expansion of this practice. State and local governments, as well as the private sector, will likely follow the lead established by HUD and other federal agencies. Stronger disclosure laws and more vigorous enforcement of existing laws are also important.

In addition, increased competition in emerging mortgage markets could help to protect consumers. Currently, borrowers with blemished credit histories can acquire loans—typically subprime loans—from finance companies only. Because alternative lenders are largely absent from markets where these consumers are most concentrated, some 10 percent to 35 percent of subprime loan borrowers were unaware that they could have qualified for prime loans.14 Without vigorous competition and pricing standards in the subprime market, qualified borrowers are less likely to seek out more favorable loans.

The Commission recommends that Congress enact regulatory changes to educate and protect consumers in mortgage transactions, as well as assure that loans are made at fair and reasonable credit costs. The MHC’s specific recommendations are:

1. Refocus HUD efforts to build the capacity of a delivery system for homebuyer education.

2.
Revise and expand HUD funding for homebuyer counseling, and require disclosure of the provider and cost of education on HUD-1 settlement documents.

3.
Direct other federal programs to review opportunities for providing reasonable incentives to consumers and industry for incorporating counseling and education into the homebuying process.

4.
Improve consumer protection regulations, such as the Real Estate Settlement Procedures Act and the Truth in Lending Act, so that disclosures are easier to understand, more reliable, and timelier.

5. Encourage HUD to push for greater standardization in subprime emerging markets.

Finally, MHC recommends that financial institutions design debt-consolidation or second-mortgage products to improve the ability of low-income homeowners to tap their equity. Nonprofit organizations and local governments have used deeply subsidized mortgages as a way of promoting homeownership among such households, who often struggle to manage consumer debt or need cash for emergencies but are currently prohibited from refinancing. Borrower counseling should be a condition of refinancing or issuance of a second mortgage.

Improve manufactured homebuyer and owner access to capital markets.

Manufactured housing plays an important role in meeting the nation’s affordable housing needs. During the 1990s, manufactured housing placements accounted for one-quarter of all new housing starts15 and, from 1997 to 1999, 72 percent of new units affordable to low-income homebuyers.16 

The manufactured housing industry has evolved in the last decade to deliver a better-quality product that saves as much as 25 percent of development costs.17 Indeed, recent innovations in design, including multi-stories and attached garages, make manufactured housing a viable alternative for urban in-fill developments.

Development of an appropriate financing system for manufactured housing has not kept pace with these design and quality improvements. Until very recently, few lenders were willing to finance manufactured homes as real estate, except where land was owned or a land lease was in place that extended beyond the mortgage loan term. While this is now changing, lenders are still unwilling to finance most manufactured housing on leased land with anything but costly personal property installment loans. In addition, they are reluctant to finance purchase of an existing manufactured home, especially if it has been moved from its original location.

These constraints make credit crunches—largely a thing of the past for buyers of other types of housing—common in the manufactured housing market. They also reinforce the vulnerability of households living in manufactured homes. Some states address the vulnerability issue by offering tenants of leased-land communities first-refusal rights if the land is sold. Tenants in these states have the right to create a collective bid for the estate within a set period of time. If their bid is reasonable, they then have the option of purchasing the estate as a cooperative. In at least one state (Washington), though, the supreme court struck down the state’s right-of-first-refusal law, asserting that it interferes with an owner’s right to sell.

The Commission recommends that:

•
Congress (a) affirm that Fannie Mae and Freddie Mac can purchase manufactured home loans classified as personal property, (b) encourage support of a secondary market in such loans if they are determined to be sound, and (c) establish performance goals for manufactured home loan purchases.

 • FHA’s Title I and II programs be promoted and loan limits be increased.

 •
Ginnie Mae approve more lenders as issuers/servicers, or instruct current issuers to make and service loans for manufactured homes.

Affirm the importance of the Community Reinvestment Act.

The Community Reinvestment Act (CRA) obliges banks and thrifts to serve the credit needs of low- and moderate-income individuals and communities. Particularly in the last 10 years, CRA has succeeded in encouraging banks and thrifts to better serve these markets. Lending to low- and moderate-income borrowers surged in the 1990s in part because of the efforts of banks and thrifts to comply with CRA. The Commission therefore:

•
Affirms the importance and benefit of CRA to the goals of expanding homeownership, as well as producing and preserving affordable housing.

•
Acknowledges the need for periodic reassessment of the rules governing CRA compliance, assignment of grades, and use of grades in approving, denying, or conditioning bank applications for mergers and acquisition.

•
Acknowledges the need for periodic reassessment of CRA’s coverage of mortgage lending activity in light of shifts in the types of financial institutions that originate and supply the capital for mortgage loans.

Affirm the importance of the government-sponsored enterprises.

By integrating the U.S. housing finance system with national and international capital markets, the government-sponsored enterprises (GSEs)—Fannie Mae, Freddie Mac, and the Federal Home Loan Banks—have met their primary mission of bringing liquidity to mortgage markets. This has improved mortgage pricing and helped to insulate borrowers from economic shocks. In addition, while other capital suppliers faced with distressed local markets often restrict credit or abandon these markets, the GSEs continue to supply mortgage credit, which helps to stabilize regional economies.

Due to the GSEs’ special nature, they broaden access to homeownership opportunities. At no direct cost to the taxpayer, they lower the cost of mortgage credit for all low- and moderate-income borrowers. For example, Fannie Mae and Freddie Mac use automated underwriting systems that drive down transaction costs and expand the pool of accepted applicants. Through new products, the GSEs have been able to increase their purchases of loans to low- and moderate-income homebuyers, as well as to investors in rental properties that serve these families. Through strengthened outreach efforts, they have increased mortgage originations in low-income, minority neighborhoods.

As mission-driven GSEs, Fannie Mae and Freddie Mac have developed risk management methods that provide secure underpinnings for $2.7 trillion of the $6.2 trillion in residential mortgage debt that they guaranteed or held in portfolio at the end of 2001. Furthermore, working with their partners—including mortgage insurers, lenders, loan origination and servicing companies, and housing finance agencies—they help ensure that homebuyers, homeowners, and large multifamily property investors have continuous access to mortgage credit.

The Federal Home Loan Banks also play an important role in achieving these housing goals. Although they hold only 2 percent of outstanding mortgage debt,18 the FHLBs have about $450 billion in outstanding advances to their member banks and thrifts—almost all of which are collateralized by whole mortgages.

In light of the demonstrated value of the GSEs, as well as their potential to help their partners expand homeownership opportunities among immigrants, minorities, and low-income households, the Commission:

 •
Affirms the ongoing importance of the GSEs to (a) manage the credit and interest-rate risk inherent in mortgage lending, (b) assure the stability and liquidity of the mortgage finance system, and (c) expand homeownership and rental housing opportunities.

 •
Supports the current regulatory system for Fannie Mae and Freddie Mac, and cautions against modifications that would compromise the integrity of the secondary markets.

 •
Recommends that Congress and HUD support full, safe, and sound GSE activity in subprime, manufactured housing, home improvement, small multifamily, and development and construction lending. One specific impediment to the full participation of the FHLBs in such new initiatives that should be removed is the restriction on creating subsidiary or affiliated corporations, either on an individual or joint basis. This limitation has hampered the flexibility and efficiency of the FHLBs, and it does not apply to the other GSEs.
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