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Vice President Mike Pence

The White House

Office of the Vice President

1600 Pennsylvania Avenue, N.W.
Washington, DC 20500

Dear Vice President Pence,

Over the coming months, you will consider candidates to become the next director of the Federal
Housing Finance Agency (FHFA). On behalf of the millions of members and supporters of
Citizens Against Government Waste (CAGW) and the National Taxpayers Union (NTU), we
urge you to consider candidates who will protect taxpayers, stop mission creep by Fannie Mae
and Freddie Mac, and work with Congress to find an exit from conservatorship for these two
government-sponsored enterprises (GSEs). As you may remember, CAGW and NTU have
followed GSE issues for several decades, and have proposed numerous reforms.

Fannie Mae and Freddie Mac have become the primary buyers in the secondary mortgage
market, financing nearly 90 percent of all U.S. mortgages. Since being placed into
conservatorship in 2008, the GSEs have received more than $190 billion from taxpayers,
including a $3.7 billion request on February 15, 2018. An August 7, 2018 FHFA stress

test report found that the GSEs could require up to $78 billion in new bailout money if there is
another severe global recession. Under conservatorship, taxpayers are on the hook for $5.3
trillion in mortgage obligations from the GSEs.

FHFA Director Mel Watt, whose five-year term will expire in January 2019, has allowed Fannie
Mae and Freddie Mac to pursue risky private-sector strategies and an expansionary agenda,
while abusing the comforts of government control. Instead of supporting the secondary
mortgage marketplace, as originally intended, the GSEs have sought to compete with small
lenders, have flirted with ways to extend credit to riskier borrowers, and have attempted to
directly conduct business with consumers. This includes the GSEs’ purchasing of no-appraisal
loans and radically increasing their multifamily lending portfolios, which the American
Enterprise Institute has called “crony welfare and crony capitalism—where profits are privatized
but the losses are taken by the taxpayer.”

Another blatant example of charter creep involves Freddie Mac’s Integrated Mortgage Insurance
and Fannie Mae’s Enterprise-Paid Mortgage Insurance pilot programs, which unfairly give
preference to some lenders over others who sell low down payment mortgages to the GSEs.
These pilot programs allow Freddie Mac and Fannie Mae to intrude into the private-sector
mortgage insurance market and dictate decisions typically made by the lenders themselves.


https://thehill.com/opinion/finance/382542-the-wasteful-spending-at-fannie-mae-and-freddie-mac-must-end
https://www.ntu.org/publications/detail/10-years-since-conservatorship-began-the-gses-are-still-a-risk-to-taxpayers
https://www.fhfa.gov/AboutUs/Reports/ReportDocuments/2018_DFAST_Severely-Adverse-Scenario.pdf#page=4
https://financialservices.house.gov/news/documentsingle.aspx?DocumentID=403883
https://www.cagw.org/thewastewatcher/gse-uncertainty-continues-put-taxpayers-risk
https://www.washingtonpost.com/realestate/fannie-and-freddie-approve-thousands-of-loans-with-no-formal-appraisals/2018/04/30/50503d9c-4c95-11e8-af46-b1d6dc0d9bfe_story.html?utm_term=.060f067aa96a
http://www.aei.org/wp-content/uploads/2013/08/-white-wilkins-aei-paper-a-privatized-multifamily-financing-market-brief-7-16-13_170321805224.pdf
https://crt.freddiemac.com/offerings/imagin.aspx

Fannie and Freddie announced on August 21, 2018 that they would conclude their single-family
rental pilot programs, belatedly recognizing that the private sector has had no trouble backing the
purchasing of such homes without government intervention. This is exactly the type of
unnecessary dabbling that the FHFA regulator should have put a stop to before it got off the
ground. At the same time, an Inspector General investigation criticized FHFA officials for
inadequate supervision of Fannie Mae’s lavish spending on a new headquarters.

Should Director Watt resign before his term has expired, the appointment of an interim director
from within the very same FHFA team that has helped to carry out his agenda, could prove very
costly to taxpayers. In too many cases Director Watt has allowed the GSEs to live by a simple
message: Anything that is not explicitly prohibited, is permitted. Thus, we support the President
exercising his authority within the Vacancies Act to place an interim director from outside the
agency, someone who does not arrive on day one carrying the experience of a term too often
characterized by insouciant oversight. The next FHFA director, whether interim or permanent,
must seek a shift away from this notion and put Fannie and Freddie back on a path toward their
original goal of stabilizing the secondary mortgage market.

On May 1, 2018, Treasury Secretary Steven Mnuchin said that he was determined to “fix the
GSEs” and that leaving them in conservatorship indefinitely was not a constructive solution.

If such a fix is to be found soon, taxpayers cannot afford an FHFA regulator who allows the tail
to wag the dog. He or she must be willing and able to prevent any further expansion of the
GSEs, resist changes to their business and risk-management models that could create more
headaches for taxpayers, and vigorously advocate for cooperation among both branches on
finding a pathway out of the GSEs’ decade in conservatorship.

On behalf of the taxpayers, CAGW and NTU thank you for your consideration of our concerns
and recommendations.

Sincerely,

//A,...Mfwag,

Tom Schatz Pete Sepp
President, Citizens Against Government Waste President, National Taxpayers Union

CC: Secretary of the Treasury Steven Mnuchin;
Director of the National Economic Council Larry Kudlow
Senate Banking, Housing, and Urban Affairs Committee Chairman Mike Crapo (R-1daho)
House Financial Services Committee Chairman Jeb Hensarling (R-Texas)


https://www.fhfa.gov/Media/PublicAffairs/Pages/Fannie-Mae-and-Freddie-Mac-to-Conclude-Single-Family-Rental-Pilot-Programs.aspx
https://www.fhfaoig.gov/Content/Files/pw%20DC%20Lease%20Update%209_%2028_2017.pdf
https://www.ntu.org/publications/detail/upcoming-hearing-on-fannie-mae-freddie-mac-oversight-is-vital-opportunity-for-taxpayers
https://www.youtube.com/watch?v=i6T6B3hl4Sc

