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(1) 

SUSTAINABLE HOUSING FINANCE: 
AN UPDATE FROM THE FEDERAL 
HOUSING FINANCE AGENCY ON 
THE GSE CONSERVATORSHIPS 

Tuesday, March 19, 2013 

U.S. HOUSE OF REPRESENTATIVES, 
COMMITTEE ON FINANCIAL SERVICES, 

Washington, D.C. 
The committee met, pursuant to notice, at 10:02 a.m., in room 

2128, Rayburn House Office Building, Hon. Jeb Hensarling [chair-
man of the committee] presiding. 

Members present: Representatives Hensarling, Miller, Royce, 
Capito, Garrett, Neugebauer, McHenry, Campbell, Bachmann, 
Pearce, Posey, Fitzpatrick, Luetkemeyer, Huizenga, Duffy, Hurt, 
Grimm, Stivers, Fincher, Stutzman, Mulvaney, Hultgren, 
Pittenger, Wagner, Barr, Cotton; Waters, Maloney, Velazquez, 
Watt, Sherman, Meeks, Capuano, Scott, Green, Cleaver, Ellison, 
Perlmutter, Himes, Peters, Carney, Foster, Kildee, Murphy, 
Delaney, Sinema, Beatty, and Heck. 

Chairman HENSARLING. The committee will come to order. With-
out objection, the Chair is authorized to declare a recess of the 
committee at any time. 

The Chair now recognizes himself for 2 minutes for an opening 
statement. 

I would like to start off by quoting from our witness’ testimony: 
‘‘Few of us could have imagined in 2008 that we would be ap-
proaching the fifth anniversary of the placing of Fannie Mae and 
Freddie Mac in conservatorship and have made little meaningful 
progress to bring those government conservatorships to an end.’’ 

I could not agree more and that is why I am determined that to-
day’s hearing will be a truly historic one. I am determined that this 
hearing will be the last time that Director DeMarco—or, if you be-
lieve press reports, his successor—will testify before this committee 
before we finally and belatedly mark up a true Government-Spon-
sored Enterprises (GSE) reform legislation. 

I define this as legislation to one, once and for all abolish Fannie 
Mae and Freddie Mac as Government-Sponsored Enterprises; and 
two, create a truly sustainable housing policy—sustainable for our 
economy, sustainable for those seeking the goal of homeownership, 
and sustainable for hard-working taxpayers who should never, ever 
be called upon again to bail out Wall Street. 

Now, I know this is a heavy lift, especially in divided govern-
ment, and that is why the leadership of this Administration is so 
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critical. Regrettably, they have not released a reform plan; instead, 
over 2 years ago they issued a White Paper of options and simply 
let it gather dust. The interested public has long since deleted the 
PDF file from their hard drives. 

After 41⁄2 years, inaction is no longer an option, because the 
GSEs were at the epicenter of the financial crisis. They were part 
of a tragically misguided government policy to incentivize, brow-
beat, and mandate financial institutions to loan money to individ-
uals to buy homes they could not afford to keep. 

Consequently, millions saw the American dream turn into an 
American nightmare. Millions more were forced to contribute to 
what has proven to be the mother of all taxpayer bailouts. And 
shamefully, instead of being reformed, Washington continues to 
functionally grant them a monopoly. 

So, part of today’s hearing will focus upon what the Federal 
Housing Finance Agency (FHFA) is currently doing to reduce the 
size and influence of the GSEs and how to accelerate that process 
with the goal of repealing their government charters in the foresee-
able future and help lead us towards a truly sustainable housing 
finance system. 

I will now yield 4 minutes to Ranking Member Waters for her 
opening statement. 

Ms. WATERS. Thank you, Mr. Chairman, for holding this hearing 
today on oversight of the Federal Housing Finance Agency. 

We are at a pivotal moment in our housing recovery, having 
staunched the bleeding caused by the 2008 financial crisis after 
large declines in home prices in 2007 through 2011. Prices in many 
markets bottomed out in early 2012 and are now starting to rise. 

Housing construction is likewise increasing and a record 1.1 mil-
lion households were able to refinance under HARP in the last 
year. Freddie Mac posted $11 billion in income in 2012, and Fannie 
Mae expects to report significant net income when they file their 
annual report. 

But headwinds remain in the market, with many homeowners 
still struggling to negotiate loan modification, refinance their mort-
gages, and understand the terms of the many mortgage settlements 
that have been negotiated. Principal reduction modifications also, 
unfortunately, remain rare, and the private sector continues to be 
largely unwilling to offer mortgage credit even to qualified bor-
rowers due to investor skittishness over lingering problems in the 
private securitization market. 

Acting Director DeMarco, who is here to testify before us today, 
finds himself at the center of this tremendously complex and im-
portant market as the conservator of Fannie Mae and Freddie Mac. 

I appreciate that this is a tough job and that it is not easy serv-
ing in an acting capacity for nearly 4 years. But having said that, 
I am concerned that Mr. DeMarco has used his wide latitude in 
regulating Fannie Mae and Freddie Mac to make a number of con-
troversial decisions during his tenure, including refusing to move 
forward with principal reduction modifications even when they 
would benefit the taxpayer, and raising fees in States with strong 
consumer protection laws. 

While I have agreed with some of Mr. DeMarco’s decisions, I am 
concerned about this lack of accountability, particularly since many 
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of the choices being made will impact the future of the secondary 
mortgage market. I have been urging my colleagues to begin the 
work of reforming the GSEs because without action from this com-
mittee, Acting Director DeMarco will have to continue to take it 
upon himself to do the work of reshaping Fannie Mae and Freddie 
Mac outside of public scrutiny and without the input of the Con-
gress of the United States. 

This committee should begin the job of considering the many bi-
partisan reform proposals on the table so that we can give the mar-
ket certainty; guarantee the continued availability of the stable 
mortgage products like the 30-year fixed-rate loan; and ensure that 
institutions of all sizes, including community banks and credit 
unions, are able to participate in the secondary mortgage market. 

Moreover, I implore my colleagues in the Senate to support the 
next nominee selected by the President to head the FHFA. 

Finally, as we consider the testimony today, let us remember 
that the issues we are discussing reach beyond specific policies re-
garding the GSEs. Our purpose is not only to put the GSEs on 
solid footing but to create the conditions that will help bring our 
economy back to full strength. 

Mr. Chairman, I hope this is the priority of the committee going 
forward. Republicans are in charge. We have not seen a proposal 
come forward. 

I would hope that this committee, under your leadership, would 
provide the leadership that is necessary to reform the GSEs. We 
know of your longstanding concern, and the criticism that you have 
launched constantly about the GSEs, so I am hopeful that you will 
be in charge of reform for us. 

I yield back the balance of my time. 
Chairman HENSARLING. The Chair now recognizes the gentleman 

from New Jersey, Mr. Garrett, for 11⁄2 minutes. 
Mr. GARRETT. Thank you, again, Mr. Chairman, for holding this 

important hearing. 
And I would like just to start off, before my comments, by thank-

ing Director DeMarco and also the entire team for all of their hard 
work during what have been very, very challenging times. Director 
DeMarco should be commended for his outstanding public service 
and his determination to stand up for the American taxpayer and 
for the American homeowner, as well. And he does so against tre-
mendous pressure from those who would like to look at these En-
terprises as their own piggybanks, if you will. 

It is also encouraging to hear the recent announcement by the 
Director that he plans to continue this, and to continue the process 
of transitioning some of the credit exposure of Fannie and Freddie 
outside to the private sector. Everyone on this committee can 
agree, I think, that having over 90 percent of the housing market 
backed by the Federal Government is completely unsustainable. 

I believe these changes will allow us to examine some new ap-
proaches and better ways to facilitate more private sector involve-
ment in the mortgage market. And now, with $16 trillion in debt 
and annual $1 trillion deficits, we really cannot afford to continue 
keeping $11 trillion of mortgage credit on the back of the taxpayer. 

I would also note that these steps taken by the Director are far 
more than any reforms that this Administration has undertaken. 
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It appears to me that they are more content to keep their head in 
the sand, if you will, and act as if no reforms are needed in our 
housing finance system. 

So finally, thankfully, it does not appear that the Director feels 
this way. I thank him for his thoughtful work, and I look forward 
to working with him and also the members of this committee to 
pursue this process of reform. 

Thank you. 
Chairman HENSARLING. The Chair now recognizes the gentlelady 

from New York, Mrs. Maloney, for 3 minutes. 
Mrs. MALONEY. Thank you, Mr. Chairman, for calling the meet-

ing. 
And welcome, Mr. DeMarco. 
It has been 4 years since the GSEs went into conservatorship 

and we all know how important housing is to our economy. Some 
economists estimate that housing and its related industries are a 
roaring 25 percent of our economy. Until we straighten out hous-
ing, our broader economy will not fully recover. 

So this is a tremendously important issue to all of us. I applaud 
the bipartisan efforts on this committee with Mr. Campbell and 
Mr. Peters, and Mr. Miller and Mrs. McCarthy, and I hope we will 
have hearings to focus on their related ideas. 

I look forward to hearing more today about your three-part stra-
tegic plan to build, maintain, and contract the GSEs. I believe your 
efforts for a single platform and standardized practices is a great 
step forward, a great development. 

And I also believe that your efforts to maintain foreclosure pre-
vention activities and credit availability and to refinance mortgages 
has been successful. I also want to applaud the work with the 
Home Affordable Refinance Program (HARP) to promote fore-
closure prevention activities, which has had some successes: 1.1 
million refinances have been done, which nearly equals the number 
of HARP refinances over the prior 3 years. That is a success. 

And the focus of your office on underwater mortgages with those 
with greater than 105 loan-to-value ratios—these refinances rep-
resent 43 percent of the total HARP refinances in 2012 compared 
to 15 in 2011. So that is a movement in the right direction but we 
can still do more. 

It is in the area of contracting that I have the most questions, 
including the effect that it will have on multi-family housing and 
single-family housing. The GSE multi-family housing portfolio 
picks up pieces of the housing sector that the private sector has not 
been interested in. They usually are not interested in providing af-
fordable housing. 

So I have questions about the effect that it will have on the pol-
icy goal of affordable housing, which I deeply support, and the 30- 
year mortgage. 

I also have questions about what contracting will mean in terms 
of the guaranteed fees on States that have longer foreclosure times 
but better outcomes in terms of rates of foreclosures. These States 
are keeping people in their homes. Shouldn’t we be looking at the 
result and rewarding States or localities that keep people in their 
homes as opposed to raising their fees? 

I look forward to your testimony. 
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Thank you. I yield back. 
Chairman HENSARLING. The Chair now recognizes the gentleman 

from California, Mr. Miller, for 1 minute. 
Mr. MILLER. Thank you, Mr. Chairman. 
Because of securitization technology, the secondary market of 

mortgage investors developed into a deep global market that gen-
erally worked well to the advantage of the average American. But 
the hybrid public-private model of Freddie and Fannie was fun-
damentally flawed. They acted as private companies with public 
policy charters, serving two masters. 

What we replace them with must capture the important function 
they historically performed. We still need a viable secondary mort-
gage market with sound underwriting principles. 

I introduced a bill last year to eliminate Freddie and Fannie, 
saying that we need to look to a secondary market for residential 
mortgages and focus on that. I proposed a system separate from 
the government, eliminating the conflict inherent in a model where 
the private sector benefitted from the government guarantee, 
meaning government risk, private sector rewards. 

Make sure the secondary market was the privately financed cap-
ital we use was not government funds. Don’t cap the maximum vol-
ume of purchases and sales, crowding out the private sector was 
not a part of the bill, it was the primary portion of it. 

Historically, housing led to recovery in this country. It has to this 
time. We need an alternative to Freddie and Fannie and we need 
it rapidly. 

Thank you. 
Chairman HENSARLING. The Chair now recognizes the gentleman 

from California, Mr. Sherman, for 11⁄2 minutes. 
Mr. SHERMAN. In the 1930s, we tried the idea of no Federal role 

in home finance. It did not work out. 
Then we tried this GSE model, where organizations run by those 

rewarded for profits had a full, implicit Federal guarantee. They 
took risks to benefit their shareholders and the taxpayers were left 
holding the bag. So that is not something we should return to. 

And I will agree with the chairman if that is as far as he goes. 
But I do think we need a Federal agency, or more than one in-

volved in the market, otherwise we will see the end of the 30-year 
mortgage with fixed rates available to average middle-class fami-
lies. What percentage of the market this government agency or 
agencies should control or be involved in is a subject I look forward 
to discussing in this room. 

We all want to help those homeowners who are in trouble or un-
derwater, but we should recognize that many of the ways we help 
actually cost the Federal Government money, or should I say re-
duce the value of instruments held or, in effect, guaranteed by the 
Federal Government. I want to commend the GSEs for their help 
in allowing homeowners to refinance even if they are underwater 
since that usually doesn’t cost the Federal Government any money. 

What it does cost are those investors who are reaping 5 and 6 
and 7 percent yields on government-guaranteed paper. So I com-
mend you for that effort, and I look forward to hearing about more. 

Chairman HENSARLING. The Chair now recognizes the gentleman 
from California, Mr. Royce, for 1 minute. 
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Mr. ROYCE. Thank you, Mr. Chairman. 
I want to thank Director DeMarco again for being with us here 

today. 
And I wanted to also share with the committee that I think the 

Director has taken some bold, courageous steps as both a regulator 
and a conservator of the GSEs, but I would have to say, the same 
cannot be said of the Administration. 

Secretaries Geithner and Donovan promised long-term plans, and 
we have been given only options. We had a failure of the financial 
markets, we got a White Paper; we had a failure of the housing fi-
nance system, we got a White Paper. A White Paper with a choose- 
your-own-adventure response is not what Congress needs and it is 
not what our markets need. 

We need to restore the appropriate role of the private sector in 
housing finance. We need serious leadership to move us away from 
a system overly reliant on taxpayers toward a free-functioning mar-
ket which accurately prices risk. 

Thank you. I yield back. 
Chairman HENSARLING. The Chair now recognizes the gentleman 

from Texas, Mr. Green, for 1 minute. 
Mr. GREEN. Thank you, Mr. Chairman. 
Welcome, Mr. DeMarco. There is a role for the private sector. 

There is also a role for the public sector. 
I talk to the builders; they believe that there is a role for the 

public sector. I talk to the REALTORS®; they believe there is a 
role for the public sector. I talk to the bankers; they believe there 
is a role for the public sector. And my constituents who want 30- 
year loans understand that there is a role for the public sector. 

The question is not really whether there is a role, but whether 
we will take the time to fashion and craft a meaningful piece of leg-
islation without anybody’s recommendation so that we may have 
the role codified into the law. 

I do regret that we have not codified this into the law, but I don’t 
blame the Administration. There are 435 Members of Congress. 
Any one of us can craft our own legislation. 

I believe that those who have said that we should have done it 
in when we were in charge, ought to do it now that they are in 
charge. 

I yield back. 
Chairman HENSARLING. The Chair now recognizes the gentlelady 

from West Virginia, Mrs. Capito, for 1 minute. 
Mrs. CAPITO. Thank you. 
And welcome, Director DeMarco, to our committee. 
I want to thank the chairman for holding the hearing and also 

for his efforts to center the discussion on housing finance as we 
look forward to, hopefully, structural and significant reforms. 

As has been said many times here, we have seen many changes 
to our regulatory structure here in the financial realm, but in some 
cases layered on too heavily for our institutions to be able to lend 
adequately. But one thing we have not done is to address the chief 
underlying cause of the crisis, and that is our housing finance sys-
tem. 

VerDate Nov 24 2008 17:37 Aug 30, 2013 Jkt 080874 PO 00000 Frm 00010 Fmt 6633 Sfmt 6633 K:\DOCS\80874.TXT TERRI



7 

The objectives that led Fannie and Freddie to assume such con-
siderable risk in size and the market ultimately led to a taxpayers’ 
bailout, a rescue by the taxpayer. 

So it is 4 years later and it is unacceptable that we have not re-
formed and made a business model available for housing finance. 
To date, we have left the taxpayers to pick up $187 billion in 
Treasury support. 

The practice of privatizing gains and publicizing losses is unfair 
to the American people and meaningful reforms must reflect this. 

Thank you. 
Chairman HENSARLING. The Chair now recognizes the gentleman 

from Texas, Mr. Neugebauer, for 11⁄2 minutes. 
Mr. NEUGEBAUER. Thank you, Mr. Chairman, for holding this im-

portant hearing today. 
And I also want to thank Mr. DeMarco for his service and for 

being here this morning. 
As we approach the 5-year anniversary of Freddie and Fannie we 

realize that the American taxpayers have injected almost $200 bil-
lion into these entities. And the history of Fannie and Freddie has 
proven that government involvement in housing finance not only 
creates moral hazard but it also creates political pressure for in-
creasingly risky lending practices. 

We learned that the government guarantees mortgage debt elimi-
nates essential market discipline in the risk aversion for investors, 
and we learned that the government is incapable of establishing 
risk-based fees for guarantees and exposing taxpayers to billions of 
dollars. 

Unfortunately, we evidently haven’t learned this lesson yet, be-
cause here we are 5 years later and we have still not done any-
thing meaningful about reforming Freddie and Fannie. In the 
meantime, 9 out of every 10 mortgages in this country have some 
Federal nexus, and the taxpayers are on the hook for that. 

The White House said they wanted to do something about that, 
but to date they have not put forth any meaningful proposal. They 
put together a watered-down White Paper that says, ‘‘This is what 
we might do,’’ but as we know, they never took any action on that. 

It is really time for Congress and for the Administration to just 
step forward and get the taxpayers off the hook so that we can 
move forward with having a robust housing finance market in this 
country. 

I look forward to your testimony, Mr. DeMarco. And thanks 
again for your service. 

Chairman HENSARLING. The Chair now recognizes the gentlelady 
from Minnesota, Mrs. Bachmann, for 1 minute. 

Mrs. BACHMANN. Mr. Chairman, thank you. 
And I thank our witness, as well. 
One thing we have learned about the GSE policies is that mil-

lions of Americans have been victims of these policies. They have 
lost, collectively, billions of dollars worth of assets. 

The people who have suffered more than any are those at the 
bottom end of the economic scale, particularly the African-Amer-
ican community. They have suffered from these policies. 

And when, as Mr. Neugebauer said, we see that over 90 percent 
of the mortgages have a nexus to government involvement this 
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doesn’t even pass the falling-off-the-chair-laughing test to think 
that somehow this is a public-private partnership. It is not. This 
is the Federal Government. It has been a failure. 

When are we going to realize that government has been a very 
lousy steward of people’s money? And also, we have, at the same 
time, disadvantaged a lot of people with a lot of well-meaning pro-
grams. 

What we need to do is pay back the taxpayers who funded this 
bailout, get them out of guaranteeing the GSEs, and change our 
standards. 

Thank you, and I yield back. 
Chairman HENSARLING. The Chair now recognizes the gentlelady 

from Missouri, Mrs. Wagner, for 1 minute. 
Mrs. WAGNER. Thank you, Mr. Chairman. 
As we continue this debate over housing finance reform, I am 

keeping three very basic thoughts in mind. The first is that the 
current situation, as has been brought up previously, with the tax-
payers backing over 90 percent of the new mortgages, is both unac-
ceptable and untenable. We have, of course, arrived here due to a 
history of flawed government policies that continue to pose a direct 
threat to homeowners and taxpayers. 

The second thought is that the GSE model has to go, but in order 
for that to happen, Congress and the FHFA must work to establish 
market guidelines that provide transparency and legal certainty for 
private investors. This will encourage private capital finance to fi-
nance mortgages just as it finances virtually every other credit 
market in the United States. 

Third, I believe that if we can establish those rules and guide-
lines, we will see private capital enter the mortgage market in a 
large way, moving us away from mistakes of the past and pro-
tecting families and taxpayers in the process. 

With this in mind, I look forward to hearing the testimony of Mr. 
DeMarco. 

Thanks. 
Chairman HENSARLING. We now welcome Ed DeMarco as our 

sole witness today. In 2009, President Obama designated Mr. 
DeMarco to be the acting Director of the Federal Housing Finance 
Agency, which is the regulator of Fannie Mae, Freddie Mac, and 
the 12 Federal Home Loan Banks. 

Mr. DeMarco is a career civil servant, with over 20 years of hous-
ing policy experience, including stints at GAO, Treasury, and 
OFHEO. He holds both a B.A. and a Ph.D. in economics. 

Without objection, Mr. DeMarco’s full written statement will be 
made a part of the record. Members are advised that Mr. DeMarco 
will be excused as our witness at 12:30 today. 

Mr. DeMarco, welcome to our committee again, and you are rec-
ognized for a summary of your testimony at this time. 
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STATEMENT OF EDWARD J. DEMARCO, ACTING DIRECTOR, 
FEDERAL HOUSING FINANCE AGENCY (FHFA) 

Mr. DEMARCO. Very good. Thank you, Mr. Chairman. 
Chairman Hensarling, Ranking Member Waters, and members of 

the committee, I am pleased to be here to testify before you. As re-
quired, I submitted a detailed written statement to the committee, 
and I look forward to engaging with you today as there are many 
important topics to be discussed. 

Fannie Mae and Freddie Mac, or the Enterprises, as I will refer 
to them, have been in government conservatorship for more than 
41⁄2 years. These lengthy conservatorships are unprecedented and 
they were never intended to be a— 

[Disturbance in hearing room.] 
Chairman HENSARLING. The committee will come to order. We 

will give you one warning and then you will be cleared from the 
room. Staff will get the Capitol Police. 

The Rules of the House require all observers to maintain order 
and decorum. Clause 2(k)(4) of Rule 11 provides that the Chair will 
punish breaches of order and decorum by censure and exclusion 
from the hearing. 

I hereby direct the Capitol Police to remove the gentleman caus-
ing the disturbance from the committee room. 

All guests will be reminded that they are guests of the com-
mittee. They will observe decorum at all times or they will be es-
corted out of the room by the Capitol Police. 

Mr. DeMarco, you are again recognized for a summary of your 
testimony. 

Mr. DEMARCO. Thank you, Mr. Chairman. 
And I do understand the pain that this housing crisis has caused 

for so many families around the country and the tremendous cost 
it has imposed upon the American taxpayer. 

The first chapter of conservatorship focused on restoring stability 
and liquidity to housing finance during the financial crisis in the 
fall of 2008. We succeeded. 

The second chapter focused on foreclosure prevention efforts, 
which were critical to help borrowers in distress and essential to 
meeting our conservatorship mandate to preserve and conserve the 
Enterprises’ assets. Efforts to minimize losses on troubled mort-
gages have been good for borrowers, good for communities, and 
good for taxpayers— 

[Disturbance in hearing room.] 
Chairman HENSARLING. The Rules of the House require all ob-

servers to maintain order and decorum. Clause 2(k)(4) of Rule 11 
provides that the Chair may punish breaches of order and decorum 
by censure and exclusion from the hearing. 

VOICE IN AUDIENCE. And I thought Barney Frank had retired. 
Chairman HENSARLING. The committee will come to order. The 

committee will come to order. 
Mr. DeMarco, you are once again recognized for a summary of 

your testimony. 
Mr. DEMARCO. The next line in my prepared remarks is: The 

task has not been easy. While we have not always succeeded, the 
results are better than frequently recognized. 
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In conservatorship, the Enterprises have completed more than 
2.6 million foreclosure prevention transactions. Of these, nearly 2.2 
million of these transactions resulted in the borrower staying in 
their home. 

For borrowers able to pay their mortgage, the Enterprises have 
refinanced almost 15 million mortgages since conservatorship. 
More importantly, they have completed almost 2.2 million HARP 
refinances— 

Chairman HENSARLING. The witness will suspend. 
I would ask staff to ask the Capitol Police to come in again and 

escort these individuals outside of the hearing room. 
Ladies and gentlemen, we are not going to allow you to disturb 

this hearing as part— 
Ms. WATERS. Mr. Chairman? 
Chairman HENSARLING. —of the people’s— 
Ms. WATERS. Mr. Chairman? 
Chairman HENSARLING. —House, and so— 
Ms. WATERS. Mr. Chairman? 
Chairman HENSARLING. —you will be excluded— 
Ms. WATERS. Mr. Chairman? 
Chairman HENSARLING. —at this time. 
Ms. WATERS. Mr. Chairman, can we just ask the people with the 

signs to put them down rather than putting them out? 
Chairman HENSARLING. All guests have been warned. You will 

not interfere with the proceedings of the people’s House. The Cap-
itol Police is requested to escort all of these people out of the room. 

And I would say to the ranking member, they have been warned 
not once but twice, and given every accommodation. 

You will now be cleared from the room. 
Again, Mr. DeMarco, you are recognized for your testimony. We 

hope you can get more than a couple of sentences out. 
Mr. DEMARCO. More importantly, we have completed almost 2.2 

million HARP refinances, which are targeted at borrowers with lit-
tle or no equity in their homes. While not without its shortcomings, 
delays, and other problems, this collection of programs remains a 
noteworthy response to an unprecedented crisis, and the work to 
help borrowers continues. 

Today, the tools and the processes are much better-established 
than they were a few years ago. A big reason for that is the dedi-
cated work of employees at Fannie Mae and Freddie Mac and my 
own team of hard-working civil servants at FHFA. 

While we continue to refine and improve these programs, last 
year we began moving on to another chapter of conservatorship. A 
year ago, I sent to this committee a strategic plan for the Enter-
prise conservatorships. 

That plan had three broad strategic goals. First, build. Build a 
new infrastructure for the secondary mortgage market. 

Second, contract. Gradually contract the Enterprises’ dominant 
presence in the marketplace while simplifying and shrinking their 
operations. 

And third, maintain. Maintain foreclosure prevention activities 
and credit availability for new and refinanced mortgages. 

These goals satisfy our statutory mandate as conservator, are 
consistent with the Administration’s call for a gradual wind-down 
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of the Enterprises, and preserve all policy options for Congress. 
Achieving these goals will produce a stronger foundation on which 
Congress and market participants can build to replace the pre-con-
servatorship GSE model. 

Earlier this month, I announced specific steps I expect Fannie 
Mae and Freddie Mac to take this year in pursuit of these three 
goals. Briefly, we are building for the future by establishing a plat-
form for future mortgage-backed securitization. 

This platform, while owned by the Enterprises, will have its own 
CEO and board and will operate away from either company. Build-
ing this platform is an important element to assisting Congress 
with a transition from the old model to a new one. 

We are contracting the Enterprises by setting targets to gradu-
ally shrink each of their three business lines this year. 

And lastly, we are continuing efforts to maintain market stability 
and liquidity. Areas of focus this year include: reps and warrants; 
mortgage insurance; and force placed insurance. 

In closing, the members of this committee have important choices 
to make—choices that will define the role of the government in the 
housing finance system for years to come. These choices will di-
rectly affect the business decisions of countless financial institu-
tions and investors and help determine the framework for millions 
of households to borrow money for buying a home. 

FHFA looks forward to working with this committee, other Mem-
bers of Congress, and the Administration to make these policy de-
terminations and end these conservatorships. 

Thank you again for inviting me here today, and I look forward 
to discussing these important matters with the committee. 

[The prepared statement of Acting Director DeMarco can be 
found on page 54 of the appendix.] 

Chairman HENSARLING. Thank you, Mr. DeMarco, for your testi-
mony. 

The Chair now recognizes himself for 5 minutes. 
Mr. DeMarco, on page four of your testimony you use the term 

‘‘sustainable,’’ that you are focusing on a more secure, sustainable, 
and competitive model for the secondary mortgage market. 

Jeffrey Lacker, the President of the Richmond Federal Reserve, 
has said, ‘‘We should phase out government guarantees for home 
mortgage debt. Otherwise, financial stability will be elusive and fis-
cal balance will be threatened by repeated boom-bust cycles in 
housing. Homeownership may be a laudable social goal, but if that 
is our objective we should subsidize housing equity, not housing 
debt.’’ 

I, too, am focused on a sustainable housing finance system. Mr. 
Lacker is obviously of the belief that our current system can fo-
ment boom-bust cycles. 

From your perch, and 20 years of experience in housing finance, 
do you see that as a risk? And how do you use the term ‘‘sustain-
able,’’ as you used it in your testimony? 

Mr. DEMARCO. I certainly think that the housing market does go 
through cycles, and we have certainly experienced a wrenching na-
tionwide cycle now. And, I think that there is plenty of argument 
out there that a contributing factor has been some government 
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policies. But that is certainly not the only thing contributing to the 
problems we have had the last few years. 

What I mean by sustainable is we are trying to build a market 
that truly can last for years and function with whatever role gov-
ernment has, that both government and private market partici-
pants can rely upon the soundness and stability of that model. So 
the infrastructure that we are trying to build is one that starts 
with basic building blocks—something as simple as data. 

The first real step FHFA took as conservator to get moving on 
this future is something we announced back in 2010 with the Uni-
form Mortgage Data Program. We wanted to do something as sim-
ple as bring to the mortgage industry a standard set of data defini-
tions for what gets reported on a mortgage application and comes 
to an investor, what the form and format and definitions for an ap-
praisal look like so that we have consistency of data and that pro-
duces more quality. 

It is a very basic building block. It sounds ho-hum. It is essential 
to building a sustainable model. 

We are also looking at bringing standards to the marketplace. 
Chairman HENSARLING. Mr. DeMarco, on page 15 of your testi-

mony—any system of housing finance is going to have some cost, 
some benefits. On page 15, in talking about some of the Federal 
housing policies, including explicit credit support, you said such 
policies ‘‘further direct our nation’s investment dollars towards 
housing. It would also drive up the price of housing, other things 
being equal.’’ 

So are you saying that credit guarantees, for what they do, per-
haps, to lower interest rates—and I think the last data I saw from 
the Federal Reserve study of several years ago that the Fannie and 
Freddie model saves about seven basis points off of the interest to 
help the consumer but that the consumer may pay on the back end 
by paying more on their principal. Is that what you are saying in 
your testimony? 

Mr. DEMARCO. Essentially. Right now, as has been pointed out 
in the opening remarks, over 90 percent of mortgage securitization 
is being backed by the taxpayer either through Ginnie Mae or 
through the Treasury support of Fannie and Freddie. If you sub-
sidize this credit to everyone buying a house, you are essentially 
subsidizing no one. It is causing, just in sort of simple supply-and- 
demand terms, the price of the good to go up. 

So if there is this broad, across-the-entire-market subsidy to 
housing credit, some portion or a good portion of that gets captured 
by the home seller and is leading to higher prices. 

Chairman HENSARLING. I am running out of time here, so your 
answer may have to come in writing, but I am curious, what is it 
that we can do to incent private capital to come into the market-
place, as I observed, trillions of dollars of excess reserves of either 
banks or non-financial corporate balance sheets? 

And I hope somewhere that we will pursue the questioning—I 
understand you have raised g-fees twice. I am curious, why not a 
third or fourth time? 

But my own time has expired. 
I now recognize the ranking member for 5 minutes. 
Ms. WATERS. Thank you very much, Mr. Chairman. 
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During the 112th and 113th Congresses, we have yet to have a 
hearing on various bipartisan GSE reform proposals introduced in 
the House of Representatives. We also did not have a hearing on 
Chairman Hensarling’s proposal from the 112th Congress, which 
would have liquidated the GSEs and then hoped that the private 
markets would pick up the pieces. 

Whichever approach you support, I think you agree that the Con-
gress should be convening hearings on specific GSE reform pro-
posals. From your perspective, Mr. DeMarco, as conservator, what 
are the costs of doing nothing? 

Mr. DEMARCO. The costs of doing nothing are that we are con-
tinuing to risk the taxpayer support of Fannie Mae and Freddie 
Mac and we are making it harder for investors to return to this 
market and have confidence about what the rules of the road in 
mortgage lending are going to be going forward. 

Ms. WATERS. In the absence of legislation, however, it seems— 
and I have had this discussion with you—that you have broadly in-
terpreted your mandate to not only act as a conservator but to ag-
gressively wind down the GSEs’ market presence and entirely re-
form the secondary mortgage market. In your testimony, you pro-
pose winding down the investment portfolio at a faster rate than 
agreed to with the Treasury, reducing the GSEs’ participation in 
the multi-family market even when it is unclear that private lend-
ers would fill the affordable rental housing space, and increase the 
cost of single-family housing by offloading credit risk and raising 
guaranteed fees even higher. 

Given that you are not Presidentially-appointed, permanent Di-
rector, where do you draw the line in terms of what you are able 
to do? Hypothetically, could you raise g-fees an unlimited amount? 
Could you wind down retained portfolios to zero? How are your de-
cisions being informed by Congress and the Administration? 

Mr. DEMARCO. Ranking Member Waters, I would welcome as 
much congressional direction and legislation on these matters as 
we could get. For my part, what motivates me and what constrains 
me is the statutes that Congress has enacted that provide the 
guardrails about what it is FHFA is supposed to do both as regu-
lator and as conservator. 

I am also informed by observing that within the Congress of the 
United States, while there have been a number of proposals for 
housing finance, none of them have involved restoring Fannie Mae 
and Freddie Mac to their pre-conservatorship corporate form. I am 
mindful that the Administration has repeatedly discussed its intent 
to wind down the Enterprises. 

And I have tried to take a transparent process with Congress in 
explaining what it is we are doing and why, and with this strategic 
plan over a year ago, laid out for Congress my thoughts about 
where FHFA found itself as conservator, how it viewed its statu-
tory responsibilities, and the gradual steps we plan to take under 
that strategic plan. So I have tried to be transparent about this 
and move in a thoughtful but gradual manner. 

Ms. WATERS. The Treasury and the FHFA agreed to an increased 
portfolio reduction of 15 percent per year last summer. Why do you 
feel it is necessary to require the GSEs to exceed this target by 
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selling less liquid assets? How will you ensure that such sales will 
not result in reduced return to the taxpayer? 

Mr. DEMARCO. One of the requirements we placed on them is 
that these transactions be economically sensible. But I would point 
out that within the 15 percent reduction that is under the Treasury 
agreement, Fannie Mae and Freddie Mac can achieve that over the 
next couple of years by doing nothing, simply by absorbing the nat-
ural runoff of their retained portfolio. 

I am trying to shrink their operations. I am trying to de-risk the 
companies so that we can get some of this risk off the back of the 
American taxpayer, and we are trying to take a gradual approach 
to doing that by encouraging sales of certain non-liquid assets on 
their portfolio. 

This will also ease the job for Congress in terms of thinking 
about a transition away from Fannie and Freddie in conservator-
ship to a future model. The more we can simplify their operation 
and gradually shrink them, that makes the transition easier. 

Ms. WATERS. In the multi-family space, you have set a target of 
10 percent reduction in multi-family business new acquisitions in 
2012. What will be the impact of this reduction on rental prices? 

Mr. DEMARCO. I would not expect there to be any meaningful im-
pact. Fannie Mae and Freddie Mac, in the early years of the con-
servatorship, their share in the multi-family mortgage market in-
creased substantially. In 2012, it decreased; in 2013, what I want 
is to see that decrease continue. And we also have reason to believe 
that the overall size of the multi-family market is going to gradu-
ally decline. 

So what I am trying to avoid is Fannie Mae and Freddie Mac op-
erating with this government backing, taking on a greater share of 
the market than should be the case. 

Chairman HENSARLING. The Chair now recognizes the gentleman 
from New Jersey, Mr. Garrett, the chairman of the Capital Mar-
kets and Government Sponsored Enterprises Subcommittee, for 5 
minutes. 

Mr. GARRETT. Thank you, again, Mr. Chairman. 
And thank you, Director. 
Let me just follow up. You said something interesting in response 

to the chairman’s question about having such a—90 percent of the 
market and subsidizing the market to such an extent you said we 
are basically subsidizing everybody, right? That is interesting. 

When you subsidize everybody, what is the effect on pricing in 
the market and what is the effect on the first-time homebuyer try-
ing to get into that market? 

Mr. DEMARCO. Basic economics would suggest that if you are 
subsidizing everybody on the demand side for housing, it is going 
to push up the price of housing, other things being equal. Now, 
there are a lot of other things going on in the marketplace, includ-
ing the actions of the Federal Reserve, but that is just a basic eco-
nomic observation. 

Mr. GARRETT. But when you said it is, a light bulb just went off 
there because for those who say, ‘‘Let’s just subsidize everyone,’’ at 
the end of the day you are actually harming them, because it is 
going to be harder for that person to get into the market or stay 
in the market. 
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Let’s talk a little bit about the risk, though, in the meantime, to 
the public, because the GSEs have credit risk, right? 

Mr. DEMARCO. Yes, sir. 
Mr. GARRETT. Okay, and so can you just talk a little bit about 

your work or your ideas about trying to sell off some of that credit 
risk? Because when the GSEs have credit risk, that means you and 
I as taxpayers have credit risk too, right? 

Mr. DEMARCO. That is correct. 
Mr. GARRETT. What are your plans there? 
Mr. DEMARCO. Right now, with every single-family mortgage 

that Fannie Mae and Freddie Mac buy and then securitize, they 
are standing behind that mortgage 100 percent, which means the 
American taxpayer is standing behind it. What we would like to do 
is engage in transactions with private investors, with capital mar-
kets—to sell off some portion of this credit risk, meaning that if the 
mortgages that Fannie Mae and Freddie Mac are buying now, if 
they default that some portion of that loss—those early losses— 
would be absorbed by a private investor rather than the American 
taxpayer. 

Mr. GARRETT. You mentioned somewhere that you have a target 
of around $30 billion in 2013, is that right? 

Mr. DEMARCO. Yes, sir. 
Mr. GARRETT. Is that the total amount of risk that we would be 

sending out to the private sector, or do you— 
Mr. DEMARCO. No, sir. That is the unpaid principal balance of 

mortgages. So we want to see $30 billion worth of mortgages in 
which there is some amount of the credit loss associated with those 
mortgages has been sold off to the private market. 

Mr. GARRETT. And what is that percentage-wise of all the credit 
risk that the GSEs have out there? 

Mr. DEMARCO. Between them right now, in terms of the stock, 
they have about $5 trillion in mortgage guarantees. So it is a pret-
ty tiny fraction. 

Mr. GARRETT. This is less than a pilot program. 
Mr. DEMARCO. It is a start. 
Mr. GARRETT. It is a start. Great. 
Another issue that we are dealing with is trying to deal with the 

sequester, right? And some ideas have come out supposedly to try 
to come up with other revenue to make up for lost revenue. 

There was a bipartisan bill introduced last week to prevent the 
U.S. Treasury and the Administration from conducting an IPO 
with Fannie and Freddie, to basically sell part of them off—spin 
them off to the private sector and use that money as a new revenue 
stream. Have you heard about that? And what can you tell us 
about whether that would be a good idea or a bad idea? 

Mr. DEMARCO. I am generally familiar with the bill. I am not 
sure who would want to purchase equity sold by these companies 
but I understood, really, the intent of the sponsors of that bill to 
say that we wanted to ensure that the Congress of the United 
States had a say in the disposition of Fannie Mae and Freddie 
Mac. 

Mr. GARRETT. Okay. You know about the bill, but have you 
heard, is that something that the Administration is actually— 
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Mr. DEMARCO. No, sir. I am not aware that is being con-
templated. 

Mr. GARRETT. So, this would be one of the worst things that we 
could do, or the Administration could do, if they actually did that? 
If so, why would it be? Because you would be making money right, 
wouldn’t it? 

Mr. DEMARCO. Right now, they are starting to make money, yes, 
and I am pleased by that. That money, right now, every quarter 
is swept in a dividend payment back to the Treasury Department, 
and the way the senior agreement with the Treasury works is the 
actual liquidation preference of that senior preferred stock does not 
decline regardless of how much is paid in dividends. So there is 
still a liquidation preference retained by the Treasury Department 
that is substantial. 

Mr. GARRETT. And isn’t the bottom line also that if we did this, 
it would basically just put us back into the situation that we were 
pre-crisis days as far as this public-private partnership that just 
did not work? 

Mr. DEMARCO. Yes, sir. If we tried to, in any fashion, recapitalize 
Fannie and Freddie as they are and put them back out there. 

Mr. GARRETT. In my closing time, you are familiar with the pre-
ferred stock purchase agreements and the changes that the Admin-
istration made to it recently, I guess last year. Can you just talk 
about that, whether these changes hurt or helped your ability to 
fix or reform the system? 

Mr. DEMARCO. I think that they helped in that they provided 
some assurance to investors in Fannie Mae and Freddie Mac secu-
rities that the dividend at Fannie Mae and Freddie Mac would not 
continue to borrow from the Treasury in order to pay the Treasury 
with regard to dividends. It also is ensuring that the taxpayer 
starts to see even more of a return on the support that has been 
provided and it does not allow for the companies to take their earn-
ings and essentially recapitalize themselves. 

Mr. GARRETT. I thank the gentleman. 
Chairman HENSARLING. The time of the gentleman has expired. 
The Chair now recognizes the gentlelady from New York, Mrs. 

Maloney, for 5 minutes. 
Mrs. MALONEY. Why did Fannie and Freddie get into subprime 

lending, and what steps have you put in place to prevent any enti-
ty, whatever is there, from taking that action in the future? 

Mr. DEMARCO. It is a complicated story with regard to the Enter-
prises’ participation in subprime lending, but clearly it was driven 
by what was going on more broadly in the marketplace. There was 
a sense that Fannie Mae and Freddie Mac were losing market 
share to private participants; there was a sense of serving more 
borrowers at the margin of the mortgage market; and there was a 
sense that the strength of the U.S. housing market was such that 
home prices were going to continue to rise. So there were a lot of 
things going into their participation in that marketplace. 

With regard to where we are today, we have undertaken a couple 
of pretty important steps. One of them is that the pricing of guar-
antee fees is much more risk-based today than it was. They were 
clearly underpricing risk in the marketplace. 
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The second is that underwriting standards have been improved. 
And the third is that through the discipline on lenders through 
things like enforcing reps and warrants, we are getting better dis-
cipline in the origination process with regard to ensuring that 
mortgages which are being produced today comply with the stand-
ards that Fannie and Freddie have. 

Mrs. MALONEY. I am concerned about the multi-family housing, 
and I want to quote from your remarks that you gave at the Na-
tional Press Club on March 7th: ‘‘We are setting a target of a 10 
percent reduction in multi-family business volume from 2012 lev-
els. We expect that this reduction will be achieved through some 
combination of increased pricing, more limited product offerings, 
and tighter overall underwriting standards.’’ 

Multi-family housing is a critically important base for affordable 
housing in our country—well over 15 million people rely on it: sen-
iors; students; low-income; and moderate-income families—and I 
feel that preserving it is very important. So first I want to know, 
how did you decide on a 10 percent reduction as the appropriate 
volume? And have you done any studies to see if the private sector 
will pick up in this area and continue to help us with affordable 
multi-family housing? 

Mr. DEMARCO. Of course. And certainly, Congresswoman, I share 
your feeling that the multi-family market is critical to housing our 
citizens and it is particularly an important source of housing for 
low- and moderate-income households. 

With that said, we came to the 10 percent through looking at a 
variety of things, including the market size, the traditional role of 
Fannie and Freddie in this market space, expectations about the 
size of the market in the future, and recognizing that we did have 
a goal of gradually reducing the Enterprises’ footprint in the mar-
ketplace. 

Also paying attention to and being mindful of, unlike single-fam-
ily where, as we talked earlier, over 90 percent of the secondary 
market activity is through the government, that is not the case in 
the multi-family market. The multi-family market retains a good 
bit of private capital participation and competition in that market-
place and I certainly have been hearing from the banking commu-
nity that they want to participate in this market, they are active 
participants in it, and they are concerned about Fannie and 
Freddie operating with this kind of government backing having an 
unfair advantage in that market. So I am comfortable that there 
is private capital actively competing in this marketplace. 

All that said, I want to assure you that we intend to monitor how 
this is carried out by the companies and how this market evolves, 
and to be mindful of that. And we have reminded the companies 
of their statutory mission to support affordable housing. 

Mrs. MALONEY. Have you consulted with the Treasury Depart-
ment and FHA about this target and are they part of this decision? 

Mr. DEMARCO. Yes. I consulted with both of those departments 
in advance of announcing this decision. 

Mrs. MALONEY. And I also want to question one of your speeches 
on March 7th on the differences between the single-family busi-
nesses and the multi-family businesses. Are you approaching them 
differently in your approach for the future? 
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Mr. DEMARCO. Yes, we are. And that is a good thing for me to 
explain, the reasoning here. 

With single-family mortgages, Fannie and Freddie are retaining 
all of the risk when they buy the mortgage. In most of the multi- 
family mortgages they buy, they are already doing risk-sharing 
with private capital. I am trying to get the single-family to look a 
bit more like multi-family, where there is risk-sharing with private 
capital. 

Mrs. MALONEY. Thank you. 
Chairman HENSARLING. The time of the gentlelady has expired. 
The Chair now recognizes the gentleman from California, Mr. 

Miller, the vice chairman of the committee, for 5 minutes. 
Mr. MILLER. Thank you. 
Mr. DeMarco, I have enjoyed some of your responses to the ques-

tions asked. In 2001, I started introducing language that defines 
subprime versus predatory. I think I got in three or four bills to 
the Senate which—I’m sad to say, they did nothing with them— 
really had specifics on underwriting standards. 

But you have released your conservator scorecard in—I believe 
this was March 4th. And you had detailed specific priorities on 
three strategic goals. That sounds a lot like a bill I introduced with 
Mrs. McCarthy last year and I am glad you are moving that direc-
tion. But what effect do you think the new platform will have on 
getting the private sector money back to the secondary market? 

Mr. DEMARCO. I think it has an opportunity to be an important 
contributing factor to bringing private capital back into the market-
place. When you think about investors in private label mortgage- 
backed securities and the losses that they have suffered and the 
problems that have become apparent as a result of the collapse of 
the housing system, I think that investors are going to be more 
comfortable bringing private capital back to the mortgage market 
if they can rely better on how securities are going to work, what 
the rights and protections of investors are, how mortgages are 
going to be serviced, and what kind of transparency there is with 
regard to the actual performance of the underlying mortgages. 

These are all things we are trying to bring to this platform and 
we think it will make returning to this market more attractive for 
investors. 

Mr. MILLER. The problem I have with the hybrid model without 
Freddie and Fannie is you have taxpayers being put at risk but the 
private sector is making all the profit. And you can see where 
Freddie and Fannie went wrong when they started taking market 
share to appease their stockholders, basically, and then made every 
mistake they could make at that point. 

But what advantages or disadvantages do you see in spinning 
this platform off as a private entity? 

Mr. DEMARCO. We are constructing it as a jointly owned entity 
of Fannie and Freddie. I really expect the Congress of the United 
States to make the final determination. 

It is an asset of the conservatorship so it is going to be up to 
Congress to determine the disposition. Your options are essentially: 
you can make it a government-owned corporation; you can sell it 
to a private entity; or you can turn it into a market utility and 
have it operate really as just that, as a financial market utility. 
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Mr. MILLER. My concern is the approach we use on turning it 
into a private entity. Do you envision avoiding this flaw we have 
had in the past of a hybrid model that exists with Fannie and 
Freddie today? 

Mr. DEMARCO. Without some sort of control or knowing what the 
governing mechanism is, it is certainly open to going in a direction 
other than the one I am designing for right now. 

Mr. MILLER. What do you see as the benefits in spinning it off 
as a private entity, as you talked about— 

Mr. DEMARCO. Let me say this: I think that the larger benefit, 
if I may, on this particular one is, I think, structuring it as a mar-
ket utility—not as a for-profit entity but as something there to 
serve market participants. And one of the things that I would be 
concerned about is making sure that however this thing operates 
in the future, it operates so that small and mid-sized lenders have 
fair access to secondary market execution. 

Mr. MILLER. The concern I have is, if you look at the FHFA 
today, there has been some debate on that, and I don’t think the 
FHFA is necessarily crowding out the private sector as the private 
sector is not crowding in today. And much of that is due to legisla-
tion we have enacted on the private sector and the confusion we 
have created out there, which I think we have to eliminate. 

But what are the main barriers you see today that prevent pri-
vate capital from entering the mortgage market and secondary 
market finances as a loan? 

Mr. DEMARCO. I think there are a number of things still inhib-
iting the full return. One of them is that Fannie Mae and Freddie 
Mac are still the dominant players in the marketplace and they are 
operating with taxpayer support, which puts them in a place that 
other private investors cannot get to. 

The other is that the infrastructure for establishing standards 
and allowing for investors to feel comfortable returning is not 
there. And there is still plenty of regulatory uncertainty with re-
gard to a range of things, from risk-based capital rules to regula-
tions still to be implemented under Dodd-Frank. 

Mr. MILLER. You have talked about the contraction of the GSEs 
and eliminated the concept of being the dominant presence in the 
marketplace, and they are reforms you are enacting today. But how 
do the barriers that we have created for you through legislation— 
the Dodd-Frank Act and such—impact your ability to do that? 

Mr. DEMARCO. The biggest impediment, I suppose, for me, or the 
thing I could use most from Congress is legislative direction. Even 
if it is not the whole picture, at least to start to provide some sense 
of— 

Mr. MILLER. Parameters within which you could work, basically? 
Mr. DEMARCO. Parameters, yes, with respect to—take this plat-

form, take how to gradually shrink Fannie and Freddie’s presence 
in the marketplace. There are steps that we could take incremen-
tally today. 

Mr. MILLER. Thank you. I yield back. 
Chairman HENSARLING. The Chair now recognizes the gentlelady 

from New York, Ms. Velazquez, for 5 minutes. 
Ms. VELAZQUEZ. Thank you, Mr. Chairman. 
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Mr. DeMarco, the FHFA has proposed reducing the mortgage 
guarantee fees on a State-by-State basis. To determine the new 
fees, you will look at the length of judicial actions and cost of legal 
services, two factors that have high correlation to States with ro-
bust consumer protection laws. 

As a result, New Yorkers will see the highest increase in g-fees 
under your proposal. Do you think it is fair for borrowers in New 
York to be saddled with higher fees just because the State requires 
accurate documentation and holds mortgage servicers accountable 
in the foreclosure process? 

Mr. DEMARCO. Congresswoman, with respect to the State of New 
York or any other State, the residents of that State get the benefit 
of that protection, and if that benefit carries some cost, this is hav-
ing the residents of that State also bear the cost that goes along 
with that benefit, as opposed to the residents of all the other States 
paying that cost. 

But I would say with regard to the State g-fees— 
Ms. VELAZQUEZ. Let me ask you this question: The underlying 

message that you are sending to States like New York is, ‘‘That is 
a wrong approach, to provide robust consumer protections,’’ be-
cause— 

Mr. DEMARCO. Absolutely not. That is not the intent of my mes-
sage at all. 

My message to the State of New York is that you are three 
standard deviations removed from the rest of the country with re-
gard to how long it takes an investor to secure their security inter-
est in a mortgage after the borrower defaults, and that imposes a 
great deal of added cost on Fannie and Freddie. 

Ms. VELAZQUEZ. So borrowers will face higher fees? 
Mr. DEMARCO. We have proposed that, and I have put it out for 

public comment. We are evaluating the— 
Ms. VELAZQUEZ. And so we have—they will be— 
Mr. DEMARCO. We are evaluating the comments— 
Ms. VELAZQUEZ. —accountable for the financial crisis for which 

they were not to blame. 
Mr. DeMarco, you continue to reject principal reductions that 

could help underwater homeowners despite analysis that shows bil-
lions of dollars in long-term savings. As you know, the rationale for 
not participating has been the fear of borrowers strategically de-
faulting to receive benefits. 

So you cannot draft rules that will reduce the risk of fraud while 
also facilitating a faster housing market recovery and taxpayer sav-
ings. 

Mr. DEMARCO. With regard to that issue, Congresswoman, the 
FHFA spent 6 hard months carefully studying and analyzing the 
principal reduction alternative under HAMP, which is what the 
Treasury Department asked us to do. We put out extensive ana-
lytics regarding the work we did and the conclusions we drew and 
the basis for that conclusion, and I think that we have documented 
the reasons why we declined participating in the principal reduc-
tion alternative for HAMP. 

With that said, we continue on a path of energetic effort to pro-
vide foreclosure prevention alternatives to homeowners with 
Fannie and Freddie loans who get in trouble on their mortgage, 
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and as I went through in my earlier remarks, I think we have dem-
onstrated that through over 2 million homeowners in trouble on 
their mortgage being able to retain their homes— 

Ms. VELAZQUEZ. Out of how many millions—11 million? 
Mr. DEMARCO. It has to be with regard to the number of bor-

rowers who are in trouble. 
Ms. VELAZQUEZ. Mr. DeMarco, I heard your answer to the Con-

gresswoman from New York about reducing the business volume to 
10 percent, and so it doesn’t make economic sense to me that you 
are going to reduce a 10 percent volume in one of the most profit-
able, stable portfolios that they have. Why is that? 

Mr. DEMARCO. Right. Because it is not the actually—as conser-
vator, we have set out to gradually shrink the Enterprises’ foot-
print in the marketplace so that we can restore order to private 
capital, and I believe that the multi-family segment needs to be 
part of that just like the single-family segment does and the re-
tained portfolio does. 

Ms. VELAZQUEZ. We heard that the National Association of Home 
Builders estimates that up to 400,000 new multi-family housing 
units will need to be built each year for the next 10 years to keep 
up with demand, so it doesn’t make sense— 

Chairman HENSARLING. The time of the gentlelady has expired. 
Did you finish the question? He can answer in writing. 
Ms. VELAZQUEZ. Thank you, Mr. Chairman. 
Chairman HENSARLING. Okay. 
In that case, the gentlelady from New York is recognized for a 

unanimous consent request. 
Mrs. MALONEY. Thank you, Mr. Chairman. I ask unanimous con-

sent to place in the record a letter signed by numerous Members 
of Congress in support of the gentlelady’s position that guaranteed 
fees should be related to outcome—keeping people in their homes— 
and States should not be penalized for policies that— 

Chairman HENSARLING. Without objection, it is so ordered. 
Mrs. MALONEY. Thank you. 
Chairman HENSARLING. The Chair now recognizes the gentlelady 

from West Virginia, Mrs. Capito, for 5 minutes. 
Mrs. CAPITO. Thank you, Mr. Chairman. 
I want to talk timing here. You have talked about reshaping and 

repositioning the GSEs. One of the great questions that I think we 
have before our committee, and you have asked for congressional 
guidance is, what is the timing aspect of this? Because I think we 
all realize if the timing window is too short, we could really harm 
the housing market, which I don’t think anybody wants to do; if it 
is too long, are we ever going to get there? 

So how do we find that sweet spot of the timing of winding down 
and letting the private market maybe take more of that space? And 
I would like to hear your thoughts on that question. 

Mr. DEMARCO. I think that is a very fair concern, given the trau-
ma our country’s housing system has gone through. But now that 
we are 41⁄2 years into the conservatorships, we clearly are seeing 
signs of recovery in housing across most of our markets in the 
United States. 

So I do believe it is certainly time to begin that gradual stepping 
back, and we are trying to do that, to get it started, do it gradually. 
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But I also believe it is a multi-year venture to do that, and I 
think some of the things we are doing are multi-year ventures. It 
is going to take time for us to fully build out this platform and 
have it fully operational, and the steps that we have outlined with 
regard to contracting the Enterprises’ footprint in the marketplace 
is meant to be gradual, done slowly over time, so that we don’t dis-
rupt the recovery of the marketplace and so that investors can 
gradually get comfortable and step back in. 

Mrs. CAPITO. I know you are not going to react to specific time-
frames but are you talking about a 5- to 10-year timeframe, or are 
you talking about a 10- to 25-year, or— 

Mr. DEMARCO. I would like to see this within 5 years. I wouldn’t 
even go 5 to 10 years. I think we should be moving ahead now. 

Mrs. CAPITO. All right. Thank you. 
The Consumer Financial Protection Bureau (CFPB) has put out 

a rule on the Qualified Mortgage (QM), and my understanding is 
that if your loan is securitized by Fannie or Freddie, you are auto-
matically considered a qualified mortgage. In my view, I think this 
leads to more expansion of Fannie and Freddie participation be-
cause the lender is going to want a QM, the borrower is going to 
want a QM for a lot of different reasons. Do you have any thoughts 
on that issue? 

Mr. DEMARCO. This is a pretty fresh rule, and we are actually 
analyzing it to understand the CFPB’s—the way they define QM 
outside of the GSE realm and then looking at what the under-
writing rules of Fannie and Freddie are, that go beyond QM, and 
we are actually reexamining this to get a sense of what this impact 
looks like. Because yes, to your point, in some sense it appears, at 
least, to run counter to the notion of, we are trying to contract the 
significance of Fannie and Freddie in the marketplace. 

Mrs. CAPITO. Do you anticipate that Fannie and Freddie would— 
because they are going to write their own rule for a QM or have 
their own parameters. Is that correct? 

Mr. DEMARCO. They have their own underwriting rules— 
Mrs. CAPITO. Okay. 
Mr. DEMARCO. —and so we are looking at that with—in light of 

what the CFPB has determined is appropriate to define QM in the 
non-GSE realm. 

Mrs. CAPITO. Do you think there could be a scenario where you 
have a QM—you have a Qualified Mortgage in one scenario but in 
the Fannie and Freddie realm, it is not quite a QM? To me, that 
would lead to massive confusion. 

Mr. DEMARCO. Let me put it this way, the way the CFPB has 
written this rule is that right now a mortgage that is not otherwise 
a Qualified Mortgage could be so if it passes through Fannie and 
Freddie’s automated underwriting system. 

Mrs. CAPITO. Okay. 
The other question I is on the taxpayer protection issue. Could 

you—I only have about a minute left, and I know this is very com-
plicated, but in my opening statement I talked about the $187 bil-
lion or whatever the exact figure is, and then we have talked about 
the $9.6 billion in net income over the last several quarters. 

What does that $9.6 billion actually go to? Does it ever touch 
that $187 billion? Will it ever if it keeps generating profits? I guess 
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what I am asking is if the taxpayers are ever going to get their 
money back? 

Mr. DEMARCO. The amount that the taxpayers have put in with 
regard to covering the losses of Fannie and Freddie is not being re-
duced through these dividend payments. 

The taxpayer is getting back a return on the capital that is put 
in; it is a dividend on the capital put in. But it is not a repayment 
of that capital. We are not lowering the amount that is owed to the 
Treasury Department under the senior preferred agreement. 

Mrs. CAPITO. If the improvements continue, would that be a sce-
nario where the principal would begin to get repaid, or do you— 

Mr. DEMARCO. That is not how the agreement is structured. 
Mrs. CAPITO. That is not the agreement. Okay. Thank you. 
Chairman HENSARLING. The Chair now recognizes the gentleman 

from North Carolina, Mr. Watt, for 5 minutes. 
Mr. WATT. Thank you, Mr. Chairman. Mr. Chairman, in light of 

media speculation which started over the weekend, I decided to at-
tend today’s hearing as a member of this committee because of the 
critical importance of the subject being addressed. I am here solely 
to listen and not to engage. Therefore, I am going to yield back the 
balance of my time. 

Chairman HENSARLING. The gentleman yields back the balance 
of his time. 

The Chair now recognizes the gentleman from Texas, Mr. 
Neugebauer, for 5 minutes. 

Mr. NEUGEBAUER. Thank you, Mr. Chairman. 
Mr. DeMarco, I want to go back to something that you were say-

ing a while ago and kind of get you to rephrase that because obvi-
ously there has been a lot of controversy about the principal 
writedown policy. In fact, there were some people here earlier who 
I think disagree with you, if you may have noticed, I don’t know. 

I think you spent an inordinate amount of time researching that 
issue. Is that correct? 

Mr. DEMARCO. Yes, sir. 
Mr. NEUGEBAUER. And the finding was—and it is your responsi-

bility as the conservator—your responsibility is to conserve and do 
what is in the best interest of the taxpayers. Is that correct? 

Mr. DEMARCO. Yes, sir. 
Mr. NEUGEBAUER. And so did you conclude, then, that writing 

principal down for people who were already paying their mortgages 
was not in the best interest of the taxpayers? 

Mr. DEMARCO. Yes, sir. 
Mr. NEUGEBAUER. So I think it is kind of interesting, one of the 

things that has been said about the housing crisis is that Freddie 
and Fannie played a part in it, and there are a lot of people to 
blame, but one of the things that keeps kind of coming up is that 
Freddie and Fannie were being used by Congress and other polit-
ical influence to make housing policy that wasn’t necessarily sound. 
Would you concur with that finding? 

Mr. DEMARCO. I would, sir, yes. 
Mr. NEUGEBAUER. Yes. But isn’t it kind of interesting that it is 

still going on? 
Mr. DEMARCO. It has a certain irony after $188 billion of tax-

payer money going into them. 
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Mr. NEUGEBAUER. Yes. We still have people who want to con-
tinue to use Freddie and Fannie for housing policy. Is that correct? 

Mr. DEMARCO. It would appear that way, yes. 
Mr. NEUGEBAUER. Yes. So I found it kind of interesting, I noticed 

that there were a couple of—I don’t know how many people were 
involved, but some attorneys general are calling for your replace-
ment because you didn’t buy into the principal writedown program, 
so—and I guess—I think it is also interesting, some of those attor-
neys general also were part of the settlement. And what we do 
know is about half of the money that these States received for the 
settlement went to housing programs, but the other half of it didn’t 
go to housing. Is that correct? 

Mr. DEMARCO. From what I have read in press reports, yes, sir. 
Mr. NEUGEBAUER. So I think one of the things that it points out 

is the reason that we need to begin to diminish the Freddie and 
Fannie role is that we—I think you heard me say in my opening 
testimony that we don’t seem to have learned any of the lessons 
and that, in fact, there just continues to be pressure from within 
Congress and outside groups for Freddie and Fannie to keep doing 
what they have been doing. And basically what you testified is we 
are just putting more and more potential contingent liability on the 
American taxpayers. Is that a fair assessment? 

Mr. DEMARCO. It is. And certainly, as was demonstrated here, 
this is an emotional issue. It is one that affects real families. And 
I take very seriously the harm that this financial crisis and this 
housing crisis has imposed on families across the country. 

But we have tough decisions to make and we have to rebuild this 
system so that we don’t put these families at risk like this again 
and we don’t put the American taxpayer at risk like this again. 

Mr. NEUGEBAUER. I want to go back to one other issue, and that 
is the portfolio. And you and I have had some discussions about 
that. 

We are at record-low interest rates. In fact, I don’t know how we 
can go any lower from here but the Chairman of the Federal Re-
serve seems to be on a mission to try to see if we can get these 
rates lower. And so, my opinion is that the value of your portfolio 
has to be at its maximum right now, because as those rates begin 
to trend back up, the value of your retained portfolio assets will go 
down. Is that typically how that happens? 

Mr. DEMARCO. For certain portions of the portfolio, yes; for oth-
ers, there may be more critical economic factors affecting the value 
of the assets. 

Mr. NEUGEBAUER. What efforts do you currently have underway 
to kind of accelerate the reduction of the portfolio and what are 
some of the things you are doing in that respect? 

Mr. DEMARCO. An important thing to understand about the re-
tained portfolios of Fannie and Freddie is that they look—they are 
much different than they were the day they went into conservator-
ship. When they went into conservatorship, they were dominated 
by their own mortgage-backed securities, which traded in the mar-
ketplace, and home mortgage loans that they simply bought the 
mortgage and put it on their balance sheet. 

Today, it is much different. It is much less liquid. 

VerDate Nov 24 2008 17:37 Aug 30, 2013 Jkt 080874 PO 00000 Frm 00028 Fmt 6633 Sfmt 6633 K:\DOCS\80874.TXT TERRI



25 

They have a lot of non-performing loans on their balance sheet. 
They have a lot of loans that have gone through loan modifications. 
Those modified loans are sitting on their balance sheet. 

And as they have run off the more liquid stuff, including their 
own mortgage-backed securities, or sold that into the marketplace, 
they are left with less liquid assets, and that is what we are trying 
to gradually get off their balance sheet. 

Chairman HENSARLING. The time of the gentleman has expired. 
The Chair now recognizes the gentleman from California, Mr. 

Sherman, for 5 minutes. 
Mr. SHERMAN. There seems to be a universal belief that it is a 

bad idea to have the taxpayers take all the risk and private share-
holders get the upside. We tend to view the two GSEs as govern-
ment agencies, but as I understand it, technically they are 21 per-
cent owned by their private shareholders. Furthermore, by keeping 
this 21 percent ownership, the net operating losses—the tax bene-
fits—are still retained, in effect, by these entities. 

We have a net of $137 billion of taxpayer money. It is on its way 
up to maybe $200 billion. Haven’t the taxpayers done enough to de-
serve 100 percent ownership of these entities and to know that we 
are not going to lose revenue to the net operating loss carry-for-
wards? Why aren’t we taking steps to acquire 100 percent owner-
ship? 

Mr. DEMARCO. We are looking forward to legislative action by 
the Congress of the United States to make those determinations. 

Mr. SHERMAN. But until then, the taxpayers own 21 percent of 
something we are already paying $137 billion for, and until then, 
we are going to suffer the tax reductions of the largest pool of net 
operating losses I am aware of—losses in effect financed by our 
money. Perhaps there will be some action by Congress on that. 

Mr. DEMARCO. I would welcome it. 
Mr. SHERMAN. I would ask you to propose some, as a matter of 

fact. I would like to get your technical assistance in putting that 
together. 

Over the last year or so, you have raised the guarantee fees in 
an attempt to level the playing field for private capital. Can you 
provide the committee with your findings regarding any increase in 
private capital participation in the secondary market as a result of 
your fees or in conjunction with your fees being increased? 

Mr. DEMARCO. Given that along with Ginnie Mae, Fannie and 
Freddie are still representing over 90 percent of the securitization 
market and well over 80 percent of mortgage flow, one can’t say 
that this has led to a dramatic reversal with regard to their share. 
But I can report, and I have said this publicly, that in our own con-
versations with market participants and observations of market 
practices, we do believe we are getting closer to a price at which 
we are going to see more mortgages not get sold to Fannie and 
Freddie because there is a more profitable execution elsewhere in 
the marketplace. 

Mr. SHERMAN. So you think you are getting there but you are 
not— 

Mr. DEMARCO. We are making progress, sir. 
Mr. SHERMAN. You are not there yet. 
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I just want to comment that it was interesting to hear your open-
ing remarks saying that the beneficiaries of the GSE activity are 
not so much the homebuyer as the homeowner, but I don’t think 
that is necessarily a bad thing. Had we seen a further collapse in 
home prices, this country would be in much worse shape than we 
are now. 

Mr. DEMARCO. And I wasn’t putting a value judgment on it, Con-
gressman. I was simply— 

Mr. SHERMAN. Yes. 
Mr. DEMARCO. —noting that if you are subsidizing everybody, 

there is a basic economic principle— 
Mr. SHERMAN. I think we all understand that you provide lower 

interest rates and that supports housing prices. 
Can you provide the committee with a timeline for the comple-

tion of this single securitization platform that you are constructing? 
Mr. DEMARCO. I cannot. We said at the outset that it would be 

a multi-year effort. In response to an earlier question, I said that 
I would like to see this—I think this transition can be done within 
5 years, but beyond that it is very hard to put a strict timeline on 
something when you are still in the design phase, trying to scope 
out what it is, and it is a pretty material undertaking, including 
a good bit of— 

Mr. SHERMAN. You have talked about creating a ‘‘market utility 
or public utility.’’ There are private sector enterprises and we could 
have some public utility that can package loans and sell them into 
the market. But only the Federal Government can provide a Fed-
eral guarantee. 

Are you anticipating that this public utility is providing a Fed-
eral guarantee or just packaging and selling? 

Mr. DEMARCO. I am anticipating that this utility will be struc-
tured in such a way that it can issue mortgage-backed securities 
that have a Federal guarantee on them and it can also issue mort-
gage-backed securities that do not have a Federal guarantee on 
them. They would not, presumably, be the entity providing that 
guarantee for the government. This is the operational platform 
under which the securities would be produced, sold into the mar-
ketplace, and because they would be done as a market utility, that 
consistency would make the market more liquid. 

Mr. SHERMAN. Thank you. 
Chairman HENSARLING. The Chair now recognizes the gentleman 

from North Carolina, Mr. McHenry, for 5 minutes. 
Mr. MCHENRY. Mr. DeMarco, thank you for your service to our 

people and within our government. 
I want to sort of take off from the previous line of questioning. 

You said that 90 percent of new mortgage originations are backed 
by the Federal Government. And a majority of the outstanding 
mortgages you preside over in what is the successor of Fannie and 
Freddie. 

Now, I bring this up because the chairman started by asking— 
his final question was about how do you incentivize private capital 
back into this marketplace. Let me begin one step before that, 
which is, what are the current barriers to private capital coming 
into this secondary mortgage market? 
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Mr. DEMARCO. The dominant portion of the market being served 
by Fannie and Freddie operating with taxpayer support, uncer-
tainty about what the government’s role in the future is going to 
be, including the timing and ultimate disposition of Fannie and 
Freddie. There is uncertainty with regard to rulemakings that are 
still pending in the marketplace, including capital rules, and wait-
ing to see a bit more how the market itself regains its footing. 
These are all contributing factors. 

Mr. MCHENRY. So the first factor, which is the government back-
ing, makes these mortgages cheaper, which means the private sec-
tor can’t compete? Is that— 

Mr. DEMARCO. That is basically it, yes. 
Mr. MCHENRY. That is basically it. Okay. 
So how can we incentivize private capital to come in? 
Mr. DEMARCO. One way we can do it, and that we are doing it 

is we are—as we talked about earlier in this hearing—gradually in-
creasing guarantee fees to move towards a pricing that was reflec-
tive of what private capital would expect to manage that risk for 
its own—with putting its own equity in place. That is an important 
component. 

Mr. MCHENRY. Have you taken steps to actually put the two sep-
arate platforms of Fannie and Freddie together, and is that process 
ongoing? 

Mr. DEMARCO. It is. And that is part of our conservator mandate. 
It is not just about building for the future, as important as that is. 

Fannie and Freddie are operating a combined $5 trillion book of 
business. We have to continue to invest in the infrastructure for 
that business. 

And, I have spent a lot of time thinking, what does it mean as 
conservator of two companies that the Administration says it wants 
to wind down? How do I invest taxpayer dollars in continuing to 
develop and strengthen the underlying infrastructure of their 
securitization business, using taxpayer money, if at the same time 
we are expecting ultimately to wind these things down? So the 
platform gives us a more efficient way of utilizing taxpayer dollars. 

Mr. MCHENRY. What are the advantages and disadvantages of 
spinning off that entity as a private versus sort of a government- 
owned utility? 

Mr. DEMARCO. I think that certainly if private market partici-
pants thought they had a greater stake in what this platform was 
doing, we would get their input into it, and it would help shape the 
design. I said when I put out the scorecard, we are intending to de-
velop a formal mechanism to be receiving market input on this, but 
I think that the more they see that this is something that they can 
have access to and participate in, what it does to serve the market 
will attract them more to what we are doing. 

Mr. MCHENRY. In previous hearings, I have been very frank with 
the position you have been put in as acting Director and the deci-
sions you have had to make. Now I just ask very broadly and sim-
ply, what is your role here as conservator? 

What does that mean? Does that mean you are here to protect 
the taxpayer? Does it mean you are here to see a vibrant housing 
marketplace and increasing values? Is it to make sure that inves-
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tors are rewarded for investing in these entities? What is your pur-
pose and role? 

Mr. DEMARCO. Almost all of that, Congressman. In my prepared 
statement, I go through the statutory provision here, but fun-
damentally, we have a responsibility as conservator to conserve 
and preserve the assets. And what that means with the American 
taxpayer providing this capital, with all the risk exposure on the 
legacy book, that meant minimizing losses. 

We also have a responsibility for ensuring stability and liquidity 
in the mortgage market and the statute also tells us we have to 
maximize our efforts to prevent foreclosures subject to a net 
present value test where we are protecting taxpayers. 

Chairman HENSARLING. The Chair now recognizes the gentleman 
from New York, Mr. Meeks, for 5 minutes. 

Mr. MEEKS. Thank you, Mr. Chairman. 
Mr. DeMarco, let me pick up on a couple of things—couple of 

questions, I think, that were asked by Mr. Sherman first, and that 
is—let me first deal with the public utility that you proposed. I am 
wondering, what actions will you take to ensure that the large 
banks and investment firms and others who were bad actors, actu-
ally, that were shown to have contributed to the financial crises, 
to prohibit them from utilizing these public utilities that you pro-
posed? 

Mr. DEMARCO. Yes. I think that one of the really important 
things about restoring industry standards from data to the way 
mortgage securitization is done, by getting that to be a single in-
dustry standard rather than a set of proprietary standards oper-
ated by major, huge financial institutions—by doing that, Con-
gressman, I think we make it easier for small and mid-sized insti-
tutions to continue to be active participants in this marketplace. 
Because then the industry and the vendors that serve this industry 
have to develop the technology just once and then that technology 
is available to all market participants. 

That is why I think it is so important to get these standards 
done and to have standard contracts, standard disclosures, stand-
ard data reporting, because I think that is what is going to help 
a lot of the small and mid-sized participants to remain active in 
this marketplace. 

Also, what we are looking for with this platform is it is very im-
portant to me that this operate in such a way that if you are a local 
bank in the State of New York or wherever, that you have access 
to the secondary mortgage market so that you can originate mort-
gages and sell them, and this platform needs to be designed in such 
a way that we ensure that kind of access for small and mid-sized 
institutions. 

Mr. MEEKS. Do you think that will exclude the large ones, those 
that have really caused these crises, in my estimation, from also 
trying to take advantage of it? 

Mr. DEMARCO. I am not looking to exclude large institutions 
from the marketplace. I am looking to make this marketplace as 
competitive and transparent as we can make it. 

Mr. MEEKS. And let me ask, because on another issue—let me 
ask this question first—I want to make sure that I understand. We 
had a hearing here not too long ago, and the title of the hearing 
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was, ‘‘Fannie Mae and Freddie Mac: How Government Housing Pol-
icy Failed Homeowners and Led to the Financial Crisis.’’ What do 
you think? Did Fannie and Freddie cause the financial crisis? 

Mr. DEMARCO. It is hard to say that Fannie and Freddie have 
drawn over $100 billion to the American taxpayer and didn’t have 
anything to do with this crisis, so certainly the business decisions 
of these companies in the years leading up to conservatorship con-
tributed to the housing crisis and the economic crisis we had here. 
There were a lot of factors at play and honestly, Congressman, I 
am not one to sign up for a single explanation for what caused this 
crisis. 

There are so many parties that have a share in the blame here, 
from regulators, to Fannie and Freddie, to investors, to big finan-
cial institutions, to borrowers. There is fraud out there. There are 
a lot of contributing factors to what went wrong in this market-
place. 

Mr. MEEKS. And let me also, because I know that you are suing 
some major banks for mortgage-backed securities that originated 
with triple-A ratings that Freddie and Fannie bought. Can you tell 
me why that lawsuit was brought? 

Mr. DEMARCO. It is consistent with how FHFA has understood 
its conservatorship mandate to conserve and preserve the assets of 
the company. If there are losses being absorbed by Fannie Mae and 
Freddie Mac that by contractual or legal rights should be absorbed 
by some other party, or be the responsibility of another party, we 
are looking, with these companies in conservatorship, to exercise 
those rights and to get that compensation on the losses Fannie and 
Freddie have had. 

So we see that with regard to the representation and warranty 
put-back claims that Fannie Mae and Freddie Mac have made. And 
with regard to private label securities, we felt confident that we 
had grounds to say that some of these securities sold to Fannie 
Mae and Freddie Mac were misrepresented in terms of what was 
there and that, after seeking other remedies, we resorted to the 
system that is in place to resolve these sorts of business disputes. 
We have resorted to the court system to set forth our claim and to 
seek appropriate compensation for these losses, and that is part of 
our responsibility to protect the American taxpayer. 

Mr. MEEKS. I don’t think I am going to have much time left, so 
I will yield back. 

Chairman HENSARLING. That is an accurate observation on the 
gentleman’s part. 

The Chair now recognizes the gentleman from California, Mr. 
Campbell, for 5 minutes. 

Mr. CAMPBELL. Thank you, Mr. Chairman. 
And thank you, Director DeMarco. 
I am going to follow up on some themes we have kind of touched 

on already, but dig a little deeper into them. You have mentioned 
that it will take several years to do GSE reform and to transition 
to a new and different system. What if we don’t get started? In 
other words, what are the costs or risks of inaction, of simply just 
leaving the GSEs as they are, well enough alone? 

Mr. DEMARCO. There are several. First, certainly to the extent 
that the ongoing role of the GSEs crowds out market participants 
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or makes it harder for them to compete, they are going to go deploy 
their capital someplace else. Then, if you want to draw them back 
in, you just make it that much harder. 

Second, I have testified before this committee numerous times 
about the challenge of having two large companies like this in con-
servatorship. The two critical foundations of these companies are 
the people who work there and the basic infrastructures that sup-
port their operations. And we have been asking the employees of 
Fannie Mae and Freddie Mac for 41⁄2 years to continue working at 
these companies under this kind of scrutiny and criticism and at 
reduced pay, and we have told them, ‘‘We don’t know what is going 
to happen to you. The Administration keeps saying we are going 
to wind you down. All of these legislative proposals are that we are 
not going back to that business model. We can’t tell you where we 
are going, but we want you to stay and keep working here.’’ These 
individuals, they have careers for themselves and they have 
choices, and so I think that we certainly have risk with that kind 
of uncertainty. 

And then another risk that I spoke of earlier is, we need to con-
tinue to invest in the infrastructure. Every day we buy a new 30- 
year mortgage, that is a 30-year commitment that the American 
taxpayers made, and I have to have a technology infrastructure 
and an operating infrastructure to be able to manage that risk over 
its entire lifespan, and that is quite a long tale already. I have to 
invest taxpayer dollars to keep that sound, so this is another rea-
son why I think we should get going. 

Mr. CAMPBELL. Looking at the g-fees, we mentioned there is a 
subsidy there; they are not equivalent to what—as you mentioned 
in your answer to Mr. McHenry’s question, something that might 
bring private capital back would be a g-fee that would be equiva-
lent to what the private sector deemed was the risk. If you look at 
the g-fees we have now—and I understand some of those have been 
diverted and are going to general government purposes that are 
unrelated to housing, or Fannie and Freddie, or FHFA, or any-
thing—but if you look at the total amount of the g-fees, how close 
are we to what would be a market, for lack of a better term, rate 
or the kind of rate that would make private capital look and say, 
‘‘Maybe I would take that risk for that price?’’ 

Mr. DEMARCO. I have certainly heard from some market analysts 
who think that we are getting close. We have gone from—my testi-
mony says that we have basically doubled the average g-fee pre- 
conservatorship from 25 to 50, and so I think that we are within 
striking distance of certainly getting there with regard to at least 
some portion of the credit risk. 

One of the things that is important about the contract element 
of our strategic plan and what we want to do with these risk-shar-
ing, since that is actually going to give us some actual market ob-
servation of what the market is pricing this risk at, and that would 
make me better-informed to be able to answer a question— 

Mr. CAMPBELL. And it will do that how? How is that going to pro-
vide that information? 

Mr. DEMARCO. What we are going to do is we are going to sell 
off some portion of the credit exposure on these mortgages and so 
the investor in the entity taking on that risk is going to want a re-

VerDate Nov 24 2008 17:37 Aug 30, 2013 Jkt 080874 PO 00000 Frm 00034 Fmt 6633 Sfmt 6633 K:\DOCS\80874.TXT TERRI



31 

turn on it, and so through that price we will be able to start to dis-
cern how they are assessing the market price of this risk. 

Mr. CAMPBELL. Okay. Other than the g-fees, what else would at-
tract private capital? What else can we do to start to bring in, 
crowd in, however you want to call it, private capital back into tak-
ing some additional risk in this sector? 

Mr. DEMARCO. One thing that hasn’t come up here but certainly 
is on the minds of market participants has to do with the con-
forming loan limits. Conforming loan limits is something the Con-
gress of the United States has legislated on a number of times 
since conservatorship, but the last act by Congress actually was to 
see a substantial reduction in the Fannie Mae-Freddie Mac con-
forming loan limit in high-cost areas. In early 2012, it went from 
basically $730,000 to $625,000, and the market is still operating. 
I think that there is room here for, again, as with everything else 
we are doing—g-fees and so forth—a gradual drawing in of con-
forming loan limits is another way to start attracting capital back. 

Mr. CAMPBELL. Thank you. 
I yield back. 
Chairman HENSARLING. The gentleman yields back. 
The Chair now recognizes the gentleman from Massachusetts, 

Mr. Capuano, for 5 minutes. 
Mr. CAPUANO. Thank you, Mr. Chairman. 
And thank you, Mr. DeMarco, for being here. 
Mr. DeMarco, I don’t know how I feel about your new approach 

but I want to congratulate you for having the courage to do it. Hon-
estly, it has kind of surprised me that in the last Congress and this 
Congress, we have not yet had a single hearing on what we are 
going to do with the GSEs moving forward. There are several pro-
posals on the table, and they are all worthy of debate, but thus far 
we have been—I know I personally have reached out to a lot of peo-
ple trying to figure out what we should do and where we should 
go, but thus far, to my knowledge, we have had no formalized dis-
cussion. 

My hope is that your proposal—good, bad, or indifferent—will 
prompt us into at least having an adult conversation about where 
we want to go. So I will watch it closely and maybe at a later time, 
we will have a more in-depth debate as to whether it is good or not. 
But as of today, I just want to congratulate you for having the 
courage to take some action. 

Mr. DEMARCO. Thank you, sir. 
Mr. CAPUANO. As far as the principal writedown, look, I fall on 

the other side of the issue than you do. We can sit here for the next 
5 minutes and rehash it but that is not going to help. 

I suspect that what you said earlier—I accept it, that you feel the 
pain of the people who are kind of caught in this vortex. And for 
me, the people that I have felt the most difficult for, at least lately, 
for a while now, are the people who are struggling to meet their 
mortgage regardless of principal writedown. 

I have remortgaged my house 100 times and it is all about cash 
flow. It is nothing else other than, can I afford it? How much do 
I save? How much do I have to cost each month? 

Cash flow is the most important thing that any homeowner is— 
at least the average homeowner, anyway. And the cash flow can be 
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affected lots of different ways. Principal writedown is one way, and 
it is a good way by some standards, and that is fine. 

The other way is to extend the term or reduce the rates. The 
problem with a lot of these people is that they cannot take current 
benefits of reduced, like I just did by rewriting my mortgage, be-
cause they are underwater, because they might have missed a cou-
ple of payments. Again, and I want to distinguish that group of 
people from people who haven’t paid anything for the last 10 years; 
it is a different group. 

But there are an awful lot of people who are struggling who, 
maybe if their mortgage was $200, $300, or $400 less per month, 
they could make it. Has there been any consideration to coming 
with a 40-year mortgage or a 50-year mortgage if you don’t want 
to write down principal and allowing these people, temporarily as 
a one-time thing, to get into these lower rates so that they can get 
their homeownership back, their life back, their control of their life 
back, and so you can get off the hot seat for not doing enough for 
people with whom we are concerned? Have you given any consider-
ation to other alternatives? 

Mr. DEMARCO. Absolutely, Congressman, and I appreciate an op-
portunity to provide that information to you. 

When we looked at the HAMP principal forgiveness, that was an 
approach within HAMP, but it still focused on getting the borrower 
to a monthly payment of 31 percent of the household’s monthly in-
come. The loan modifications we are doing at least get the borrower 
to 31 percent because HAMP is the first thing we are doing. Fannie 
and Freddie have done more HAMP refis than anybody. 

So to your point, we are lowering the interest rate, we are ex-
tending the term to 40 years, we are forebearing on principal. We 
are taking the underwater portion of principal and setting it aside 
and charging a zero rate of interest on it. And all these things we 
are doing to do exactly what you just laid out, which is to enable 
the household’s cash flow to be able to support the mortgage. 

We have gone beyond HAMP. Fannie and Freddie have devel-
oped modification tools that will result in an even lower monthly 
payment than HAMP would for many of our borrowers. The Treas-
ury Department liked it so much that they adopted it themselves 
over a year ago as what they call HAMP 2. It is now part of their 
program because they saw how it was working for us. 

But it does the very things that you have said, Congressman, 
about trying to get the borrower’s monthly payment down. If they 
want to stay in that house, we want to give them every opportunity 
to do that. 

One other thing is, with respect to refinances, we have touched 
lightly on the HARP program during the hearing, and that is ena-
bling underwater borrowers to be able to refinance their mortgage. 
But I can only do that for mortgages Fannie Mae and Freddie Mac 
already own. And we have seen great success with this program. 

If I may, there was one thing in my written statement that 
hasn’t come up at this hearing but I would like to make sure the 
Members are aware of it. We are very pleased with the success of 
the HARP program and we are getting prepared to undertake a 
marketing campaign to further reach out to let borrowers know, 
this is a legitimate program and this program really can help you, 
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because as much success as we have had with it, we want to see 
more borrowers refinance to take advantage of it. 

Mr. CAPUANO. Mr. DeMarco, I appreciate all that. I, for one, 
would love to see some more detailed statistics on that, because to 
be perfectly honest, when people come into my office foyer who 
can’t access the program or they don’t know about it, and if I can 
help that in any way, I like the idea of reaching out to people, but 
any detailed information about what you just said would be very 
helpful to— 

Mr. DEMARCO. I will make sure our office gets that to you, Mr. 
Capuano. 

Mr. CAPUANO. Thank you. 
Mr. DEMARCO. I would really like to see this work. 
Chairman HENSARLING. The Chair now recognizes the gentleman 

from North Carolina, Mr. Pittenger, for 5 minutes. 
Mr. PITTENGER. Thank you, Mr. Chairman. 
Mr. DeMarco, thank you for your very capable service and your 

thoughtful presentation today. 
You recently noted that the Administration’s failure to provide a 

detailed plan on how to wind down the GSEs has made it harder 
to support the housing market and stabilize Fannie and Freddie. 
Given that the Administration has not provided leadership on 
winding down the GSEs, what steps have you taken as FHFA Di-
rector to prepare the GSEs for a post-conservatorship housing mar-
ket? Is there more that can be done or does winding down the 
GSEs require some guidance from the Administration? 

Mr. DEMARCO. Ultimately, bringing the conservatorships to an 
end, which is the ultimate wind-down, is going to require action by 
the Congress of the United States. In the meantime, we are taking 
steps to gradually contract the Enterprises’ footprint in the market-
place: we are raising guarantee fees; we are now starting to sell 
single-family mortgage credit risk; we are shrinking the overall size 
of their multi-family book; and we are selling assets at an acceler-
ated rate. 

I will say about the Administration—I obviously have an impor-
tant relationship with the Administration. The Treasury Depart-
ment is the senior shareholder of Fannie and Freddie. I consult 
with them a lot on these things and I believe the Administration 
needs to speak to itself with regard to the specifics of what I have 
laid out, but I believe I have a good relationship with the Adminis-
tration in talking through these issues and in indicating to them 
the direction that, as conservator and regulator, I believe it is use-
ful to go, and I benefit from the feedback I get from them. 

Mr. PITTENGER. So you feel that you have been adequately di-
rected? 

Mr. DEMARCO. I feel like I have a good working relationship and 
good consultation and I know where we agree and where we dis-
agree. I would say what I need most to bring these 
conservatorships to an end is I need both the Congress and the Ad-
ministration to agree on a legislative path that defines the role of 
the government in the mortgage market going forward so that we 
can know where we are actually building towards as we build for 
the future. 

Mr. PITTENGER. Thank you. 
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I yield back my time. 
Mr. DEMARCO. Thank you, Congressman. 
Chairman HENSARLING. The Chair now recognizes the gentleman 

from Georgia, Mr. Scott, for 5 minutes. 
Mr. SCOTT. Thank you very much. 
And welcome, Mr. DeMarco. 
Mr. DeMarco, with home sales and pricing—prices of homes in-

creasing and mortgage spreads back at normal levels, why do 
Fannie and Freddie continue to assess an adverse market delivery 
charge that took in nearly $3 billion in 2012? Aren’t these actually 
fees which are no longer needed and is effectively a tax on new 
homebuyers? 

Mr. DEMARCO. I wouldn’t say it is a tax on new homebuyers, 
Congressman, but I would say that we were—on the one hand, as 
I have made clear, we are on a path of continually raising the g- 
fees. You are talking about a component piece of the g-fees that 
was put in place when the mortgage markets were in distress. 

I will say that as part of our valuation of the next steps for in-
creasing g-fees, we are looking at the composition of g-fees, includ-
ing adverse market fees and so forth. So I am assessing what you 
are talking about but I want to be clear that the overall path we 
are on is to continue to increase g-fees. 

Mr. SCOTT. All right. 
Let me ask you about loan level price adjustments, as well. Loan 

level price adjustments of as much as 3 percentage points make 
Fannie and Freddie execution uncompetitive relative to the FHA, 
and reducing these fees would make higher LTV loans with a pri-
vate M.I. more competitive. Do you agree that these LLPAs are dis-
tracting the market and hampering the return of private capital? 

Mr. DEMARCO. No. I think the more we raise the overall g-fees, 
the more we are going to encourage private capital back into this 
marketplace. 

Mr. SCOTT. All right. 
Now, with the Administration’s intent on winding down Fannie 

and Freddie, is it your sincere and honest belief that the private 
market, in and of itself, will be able to absorb this void, especially 
considering, Mr. DeMarco, that 90 percent—this is a huge void— 
90 percent of all of the new mortgages were done by Freddie and 
Fannie? And it is just baffling to me that—I just am not satisfied 
that we have something that can take the place of that. 

Mr. DEMARCO. Congressman, here is how I think about it: The 
short answer to your question, but I want to make sure I frame the 
question right, can the government step entirely out of this market-
place and can this single-family mortgage market be supported 
without any government involvement, and is that what I would like 
to see? That is not what I anticipate and it is not really what I am 
expecting or would like to see. 

But I would frame it this way: The single-family mortgage mar-
ket in the United States is a $10 trillion market, and I don’t expect 
the outcome to be that all $10 trillion is done by private capital 
without government involvement nor am I expecting all $10 trillion 
to be done by the government without capital. That dial—if you 
think about a dial on that range—has moved well towards the gov-
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ernment having most of the responsibility of this mortgage market, 
and that dial has moved in the last 5 years. 

What I would envision is we have to start moving that dial away 
from government and away from taxpayers and back towards more 
private capital participation. But my gosh, between zero and $10 
trillion there are a lot of places to put that—to reset that dial, and 
I think that we can make substantial progress away from tax-
payers and still have a vibrant role for government. 

And I have suggested elsewhere that in thinking about where 
that government role ought to be, it might be constructive for Con-
gress to begin with the traditional, explicit government guarantee 
programs, such as the FHA program and the VA program, because 
those are existing programs to provide guarantees, and let’s figure 
out where Congress intends them to serve the market and then one 
can think about, well, what is left and what does the government 
need to do to support the rest? 

Mr. SCOTT. But doesn’t it make sense that we ought to figure out 
exactly what government’s role should be? If you agree that govern-
ment has the role here and it does, how do we figure out how to 
make that work? How do we guarantee that the 30-year fixed mort-
gage will stay in place and available as an option to that without 
the government role? 

Chairman HENSARLING. The time of the gentleman has expired. 
The witness can answer in writing. 

The Chair now recognizes the gentleman from Ohio, Mr. Stivers, 
for 5 minutes. 

Mr. STIVERS. Thank you, Mr. Chairman. 
Thank you, Mr. DeMarco, for being here today. I want to first 

recognize and congratulate you for the 2012 strategic plan, the 
three-point plan that you have undertaken, and I think we all 
agree that is the direction we need to go: first, to build a new infra-
structure for secondary markets; second, to eventually contract the 
GSEs’ dominance; and finally, to maintain the foreclosure preven-
tion activities and credit availability that the American public re-
quire. 

And I want to ask around those three things some questions. 
First, on building the new infrastructure—and I know Mr. 
Capuano asked a little bit about this—do you know what—this is 
sort of a two-part question—timing you have for developing a sin-
gle security, because right now there are changes on a monthly 
basis that some of the servicers are having to deal with, and is that 
single platform that you are envisioning—are you trying to use 
that as a foundation or a building block for the reformed housing 
finance system going forward? 

Mr. DEMARCO. The answer to your second question is yes, I do 
think that this could serve as a building block for Congress to uti-
lize in envisioning a future secondary mortgage market. 

The answer to the first question about how long, we announced 
13 months ago that it was our intention to work with Fannie and 
Freddie to develop this platform so we made that clear to the Con-
gress and the public. In October of last year, we issued a White 
Paper in which we described for the market the potential scope of 
this platform and how it would actually operate and we solicited 
public input on this. 
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We have been considering that input in going about the next 
phase of the design of the platform. We expect to continue to reach 
out to market participants in a formal way to be able to continue 
to get market input. 

But overall, end to end, this is a multi-year project. 
Mr. STIVERS. Great. Thank you. And I want to thank you for that 

work, and I think we can potentially use that as a basis for our 
system moving forward. 

I will ask you a rhetorical question that I don’t think you are 
going to answer but I am going to ask anyway: Once that is com-
plete, do we really need two GSEs? I am not going to ask you to 
answer that, but that is a rhetorical question. 

I would like to ask you some questions with regard to the system 
moving forward and how it pertains to regional banks and commu-
nity banks. Do you believe it is important to maintain a competi-
tive market in mortgage origination, secondary, and servicing mar-
kets— 

Mr. DEMARCO. Absolutely. 
Mr. STIVERS. Do you think that—do you believe that these mar-

kets are more or less competitive than they were 5 years ago 
today? 

Mr. DEMARCO. Interestingly, in some ways, they are perhaps get-
ting a bit more competitive. Some of the largest institutions have 
actually stepped back a little bit. 

Mr. STIVERS. And do you believe that concentration in those mar-
kets—additional concentration of market share in those markets— 
would be a good thing or a bad thing going forward? 

Mr. DEMARCO. I am not a big fan of concentration in our finan-
cial system, and that is why the more we can do to keep this com-
petitive and to keep an active role for small and mid-sized players, 
the better. 

Mr. STIVERS. I agree with you, and I think that is what has led 
to some of the too-big-to-fail, and so I guess I would ask, what 
steps do you take or what analysis do you perform in making 
changes to the GSEs and market rules to ensure that those 
changes won’t disproportionately affect regional banks or commu-
nity banks and otherwise lead to more consolidation or concentra-
tion market share? 

Mr. DEMARCO. I think it is critically important that we develop 
standards that define how the mortgage market works. 

Just as one very quick thing—if you used to sell a mortgage to 
Fannie Mae or Freddie Mac and you are a local bank and you sell 
one loan to Fannie Mae you had to provide a whole bunch of pro-
prietary coding regarding the characteristics of that mortgage. If 
you were to take that mortgage and say, ‘‘No, wait, I want to sell 
it to Freddie,’’ you would have to provide all that information in an 
entirely different system with different data definitions, and so 
forth. 

That was particularly costly for our small and mid-sized institu-
tions. It also degraded the quality of the data that each company 
was getting. That is why I think that data standards are important 
and will really help smaller institutions compete. 

Mr. STIVERS. Thank you. 
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And I would just like to thank you for what you are doing. I hope 
we can all work together on this committee and with the Senate 
and with the Administration, because I think every day we wait to 
reform the GSEs is another day that the taxpayers are on the hook 
for more potential losses. 

I want to thank you for the way you have run your conservator-
ship, and I look forward to working with you in the future. 

With that, I yield back. 
Mr. DEMARCO. Thank you, Congressman. 
Chairman HENSARLING. The Chair now recognizes the gentleman 

from Texas, Mr. Green, for 5 minutes. 
Mr. GREEN. Thank you, Mr. Chairman. 
And I thank the ranking member, as well. 
Mr. DeMarco, some things bear repeating. You have indicated to 

Mr. Scott—and I may be paraphrasing—that you believe there is 
a role for the public sector in home mortgage financing. Is this cor-
rect? 

Mr. DEMARCO. I do, Congressman. 
Mr. GREEN. That then means, sir, that you are now in agreement 

with the builders that I talk to, the bankers that I talk to, the RE-
ALTORS® that I talk to. I think that this is a fair assessment 
when I say that most of the people who are involved in this process 
that I talk to see a public as well as a private role in mortgage fi-
nancing. Is this a fair statement? 

Mr. DEMARCO. It is. And to be clear and elaborate on it, I think 
that— 

Mr. GREEN. Let me do this, because my time is limited, and I 
will try to give you some time to elaborate, but I do want to add 
this, that because you and I agree that there is a role for the public 
sector, it also means that you and I disagree with people who say 
that there is only a role for the private sector. You and I have to 
assume that this is a fair statement, true? 

Mr. DeMarco, listen, you and I are going to have to agree or dis-
agree, and right now you and I seem to be in agreement. 

Mr. DEMARCO. We are, Congressman. 
Mr. GREEN. All right. That is what I am talking about, Mr. 

DeMarco—our agreement. 
Mr. DeMarco, that makes news for me because prior to this hear-

ing, I was not absolutely sure where you were, and I appreciate 
your being absolutely certain as to where you are. 

Now, moving along quickly, Mr. DeMarco, you indicated that you 
support the HARP program. Is that correct? 

Mr. DEMARCO. Yes, sir. 
Mr. GREEN. That is a refi program. 
Mr. DEMARCO. Yes, sir, it is. 
Mr. GREEN. And, Mr. DeMarco, if you support it tell me, how are 

you working to make sure that persons who are under the purview 
of the GSEs can benefit from your support? 

Mr. DEMARCO. We have continually looked at the performance of 
this program and made changes to make this more accessible to 
borrowers around the country. And I think that the numbers in 
2012 speak for themselves, but importantly, we are not done. As 
I said a little bit earlier, we are intending to undertake a mar-
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keting campaign in the near future to make citizens more aware 
of this program and the potential benefits— 

Mr. GREEN. Permit me to ask this: Is there something that pre-
vents you from creating an automated process by which you can 
send notices to persons who are financed through the GSEs—you 
hold their mortgages—sending them a notice indicating to them 
that they may be eligible for this program? 

Mr. DEMARCO. That is being done, Congressman. It is done by 
their mortgage servicer. 

Mr. GREEN. By the mortgage servicer? 
Mr. DEMARCO. Yes, sir. 
Mr. GREEN. Would it in any way be too much—be done to an ex-

tent that we would conclude that we had done more than we 
should for you to do this with the portfolio that you have? 

Mr. DEMARCO. I think we are doing quite a lot here with it and 
I am not sure what you are driving at but I— 

Mr. GREEN. I will tell you what I am driving at with 1 minute 
and 35 seconds left. We have a lot of people, Mr. DeMarco, who can 
pay a lower mortgage payment and keep their homes. 

Mr. DEMARCO. Yes, sir. 
Mr. GREEN. Many of them may lose their homes. I think that we 

can do more to make them aware of the refi program that you have 
talked about, and I think that coming from you and your august 
position, this would mean something to them. So I am going to ask 
that you consider doing something by way of a notice. 

Mr. DEMARCO. Okay. I have already committed that we are 
going to undertake a public marketing campaign and we are going 
to— 

Mr. GREEN. Does public marketing mean notice? Public mar-
keting— 

Mr. DEMARCO. That means we want to— 
Mr. GREEN. —is a nebulous term. 
Mr. DEMARCO. We want to improve general public awareness 

and we also want to reach out directly in those communities 
where— 

Mr. GREEN. So I am going to have to take, Mr. DeMarco, from 
your testimony that you are not saying you will send a notice? 

Mr. DEMARCO. I am sorry, Congressman, I already said that we 
are—we have been sending notices directly to borrowers about this. 

Mr. GREEN. You have? 
Mr. DEMARCO. Yes, sir. 
Mr. GREEN. Then I misunderstood you, and I owe you an apology 

for the misunderstanding. 
Mr. DEMARCO. That is fine. I am sorry for the confusion. 
Mr. GREEN. Mr. DeMarco, I like you— 
Mr. DEMARCO. Thank you. 
Mr. GREEN. —and I want to make sure we understand each 

other. 
Now let me move quickly to the National Affordable Housing 

Trust Fund. Do you believe that such a fund should exist, Mr. 
DeMarco, that we should have a fund to help us maintain our af-
fordable housing stock? 

Mr. DEMARCO. Congressman, that really is outside the bailiwick 
of my responsibility as regulator and conservator. That is a policy 
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decision for the Congress. I really am not—I didn’t come here pre-
pared to have an opinion about the trust fund. 

Mr. GREEN. I will accept your answer, Mr. DeMarco. Thank you. 
Mr. DEMARCO. Thank you, sir. 
Mr. GARRETT [presiding]. The gentleman’s time has expired, and 

we appreciate the comity between the two gentlemen and all the 
areas in which they found common ground. 

And with that, we turn now to the gentleman from Virginia, Mr. 
Hurt. 

Mr. HURT. Thank you, Mr. Chairman. 
And thank you, Mr. DeMarco, for your candor and for your lead-

ership. 
After many long years, the GSEs are beginning to turn a profit, 

and I guess I would like to hear from you, what are the advantages 
and disadvantages of their return to profitability for you, as conser-
vator? And what should we—has it led to any changes in tactics 
to accomplish this reform on your part, and what are things that 
perhaps we would be wise to be looking out for with this positive 
turn of events but also recognizing that we really do need funda-
mental reform and the taxpayers have ponied up north of $180 bil-
lion? 

Mr. DEMARCO. It is hard to see any negative to Fannie Mae and 
Freddie Mac starting to show a profit since that is what we have 
been working towards all along. So I think that is certainly good 
news. 

One of the key drivers here is house prices. That has a huge im-
pact on the profitability of Fannie Mae and Freddie Mac, so it is 
an indication that the country’s housing markets really are starting 
to stabilize and show some sign of recovery—also a very positive 
thing. 

And the fact that they are making money now gives us more 
flexibility to undertake these important steps of selling off some 
portion of the credit risk. It gives us the opportunity and the re-
sources to do things like invest in building this platform. And be-
cause we have worked through a good bit of the legacy we can start 
to free up resources to these future-looking goals that we have. 

Mr. HURT. Are there any disadvantages that you can think of? 
Mr. DEMARCO. I can’t think of any disadvantages to them earn-

ing money. 
Mr. HURT. Okay. 
In your speech that you gave on March 4th at the National Asso-

ciation of Business Economics, you stated that one of the effects of 
the housing crisis has been a shift in consumer demand patterns 
away from home purchases towards renting, and I was wondering 
if you would comment on your view as to whether or not this shift 
is a rational phenomenon of consumers and investors adjusting to 
new market realities versus a normalization of demand as the dis-
tortions of an over-subsidized government mortgage market are re-
duced? 

Mr. DEMARCO. I would expect it has elements of both, Congress-
man. 

Mr. HURT. It has what? 
Mr. DEMARCO. It has elements of both. Households have reas-

sessed at the margin how they want to manage their balance 
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sheets, what the risks are of being a homeowner, and so that has 
certainly come into play, the weakness of the economy, and even 
for those who are still employed, if they have a lack of certainty, 
if they fear that their job could be at risk or their hours could be 
at risk, that is going to make them less likely to want to buy a 
home at this time. 

So these are all contributing factors and I think there is perhaps 
a natural readjustment. We had reached a homeownership rate 
above what we had ever seen before, and if that is above some con-
cept of a natural rate then one might expect to see a modest de-
cline in it. 

Mr. HURT. Thank you. I yield back the balance of my time. 
Mr. DEMARCO. Thank you. 
Mr. GARRETT. The gentleman yields back. 
Mr. Cleaver is now recognized for 5 minutes. 
Mr. CLEAVER. Thank you, Mr. Chairman. 
And thank you, Ms. Waters. 
Mr. DeMarco, do you see anything wrong with the mortgage- 

backed securities actually guaranteeing a return, which is essen-
tially what happens now? Unlike anything else you—if you go to 
Ginnie Mae, it is 100 percent guaranteed. 

Mr. DEMARCO. Right. 
Mr. CLEAVER. Do you see anything wrong with someone doing an 

MBS and saying, I know I am going to get my money because it 
is guaranteed by the Federal Government? 

Go ahead? 
Mr. DEMARCO. I do, Congressman. I think that the basic risk of 

the taxpayer guaranteeing most or all of the mortgages in this 
country is that you are relying on civil servants. As loyal as we are 
and as hardworking as we are, you are relying on government 
agents to interpret and study and follow mortgage credit risk and 
to be able to, from time to time, make adjustments in pricing due 
to that rather than relying on market participants who actually 
have their own money to lose having to make that continually in-
formed judgment about what mortgage credit risk actually looks 
like. 

So while I think—as I said in my conversation with Mr. Green— 
there is clearly a role for government, there is also clearly a role 
for the private sector, for people who have their own money at risk 
to be able to assess this risk and help price it in the marketplace. 
That is not a job for government alone. 

Mr. CLEAVER. But reform is probably needed, but you would 
agree, I think, that any reform would be massive and messy. And 
the charter allows for the GSEs to do the mortgage-backed securi-
ties and so to undo it creates a problem, and for me, it has always 
seemed a bit unsavory. 

But at the same time, I don’t think we can do—I agree with you 
and Mr. Green that we absolutely must have the secondary mort-
gage market. So I don’t know how we fashion this. 

Mr. DEMARCO. If I may, I may have an explanation about what 
we are doing that might help both of us here—help all of us, really. 
Let me try to explain in a slightly different way what we are doing 
with this contract strategically. 
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What I want to do with mortgages that are being sold to Fannie 
and Freddie now—rather than Fannie and Freddie and hence the 
American taxpayer being the only source of guarantee, I want to 
take some portion and say to market participants, ‘‘Here, we will 
do a trade, right? I am going to sell you this risk, right, and you 
are going to get a return for being willing to bear this risk.’’ 

So now I get the benefit of your private equity backing this and 
I get the benefit of your perception of what this risk actually looks 
like rather than just relying on my agency to do that. And so what 
we get is a market price, market signals about this risk, and we 
are now in a shared risk environment. 

What we are doing in 2013 is I have instructed Fannie and 
Freddie to undertake multiple types of transactions—there are dif-
ferent ways of selling off pieces of this credit risk—so that we can 
see what kind of execution we get in the marketplace, how the 
marketplace is pricing it so that we get a better sense of, then, all 
right, if this starts to look like there is good demand for this we 
can then start to proceed gradually to see, okay, how much more 
can we sell, how much more will they buy, and how are they con-
tinuing to address this risk? And I think that is the way we keep 
this from being big and messy but we make it orderly and gradual; 
we do it in a resolute way to bring private capital back to the mar-
ket. 

Mr. CLEAVER. Have you written anything on that? 
Mr. DEMARCO. Pardon? 
Mr. CLEAVER. Have you written anything on that? 
Mr. DEMARCO. We have a couple of documents. I would be happy 

to share them with you, Congressman, and I would be happy to 
come up and go over them in more depth than our 5 minutes here 
allows. 

Mr. CLEAVER. Yes. I would appreciate that very much. 
I yield back the balance of my time. 
Mr. GARRETT. The gentleman yields back. 
Mr. Hultgren of Illinois for 5 minutes. 
Mr. HULTGREN. Thank you, Mr. Chairman. 
Thank you so much for being here today, Mr. DeMarco. I appre-

ciate your time and information. 
Mr. DeMarco, as has been noted, currently over 90 percent of 

new mortgage originations are supported by the Federal Govern-
ment through either the GSEs or FHA, while the GSEs either own 
or guarantee about 61 percent of all new residential mortgage 
loans made in the United States. If the development of a sustain-
able housing finance system based on private capital is to be suc-
cessful, what issues should policymakers consider regarding the ap-
propriate role of the FHA and the GSEs moving forward, and how 
can we prevent leakage from the wind-down of GSEs from driving 
business to FHA and expanding taxpayer liability? 

Mr. DEMARCO. With regard to FHA, while obviously this is not 
a program that I am responsible for I would, in response to your 
question, offer a few observations. First, Congress could give FHA 
greater clarity with what Congress expects FHA’s targeted market 
to be. Is this to serve first-time homebuyers? Is it based on certain 
communities? Is this really meant to help people get into their 
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starter home, their first home, and then after that, you are ex-
pected to go to the conventional market or not? 

But giving FHA—right now the only real sort of parameter or 
limit is the loan limit that FHA operates under, so that is one way 
Congress could express some guidance to the role of FHA. There 
are things that could be done with FHA to give it greater flexibility 
in terms of pricing risk and being able to resource itself as an agen-
cy to carry out a mandate. 

In other places, we set up these sorts of guarantee functions as 
independent, government-owned corporations, and give them more 
flexibility in terms of how they manage their business, what re-
sources, greater flexibility in the human capital, the people they 
hire to do the job, and greater flexibility with regard to pricing. 
These are all things that Congress could consider in the context of 
FHA’s role in the marketplace going forward. 

Mr. HULTGREN. Switching gears just a little bit, I wonder if you 
could talk a little bit about how you think increasing g-fees will af-
fect the FHA. Will increasing g-fees push business to FHA? Will 
there be more explicit government guarantees there? How do you 
see this all playing out? 

Mr. DEMARCO. FHA and FHFA certainly keep an eye on what 
the other’s g-fees are. We have both been gradually increasing g- 
fees in the marketplace. 

Another critical component here that shouldn’t be lost is it is not 
just Fannie and Freddie’s g-fees that matter in this matrix, but it 
is also the mortgage insurance premium that private mortgage in-
surance companies are assessing for this risk. That is also an im-
portant price element when one is looking at the decision of a bor-
rower to go FHA or go conventional. 

But we are well-aware that increasing our g-fees, with every-
thing else being constant, could tend at the margin to move this 
risk over to FHA. But the point is, whether it is Fannie and 
Freddie buying the mortgage or FHA buying the mortgage, we all 
should be operating with appropriate risk-based pricing mecha-
nisms so that we undertake this business in a way in which we are 
adequately pricing for the risk that we are undertaking. 

Mr. HULTGREN. Thank you. 
I know time is limited, and to get to as many people as we can, 

I will yield back the balance of my time. Thank you, Mr. Chairman. 
Mr. GARRETT. The gentleman yields back. 
Mr. Ellison is recognized for 5 minutes. 
Mr. ELLISON. Thank you, Mr. Chairman and Ranking Member 

Waters. I appreciate you calling this hearing. 
Mr. DeMarco, I just want to acknowledge that you did acknowl-

edge the pain that millions of families have gone through. I think 
it is important for you to note that, because as we are having this 
very civil conversation, the reality that people are going through— 
not just individual families but whole neighborhoods. 

Mr. DEMARCO. Yes, sir. Absolutely. 
Mr. ELLISON. Let me ask you this: Now, Fannie and Freddie are 

making some profit. A few years ago, we passed a bill establishing 
the National Housing Trust Fund and the law said that the pro-
ceeds would fund the National Housing Trust Fund, which would 
help low-income families. Now, in my own district of Minneapolis, 
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we have an occupancy rate of like 98 percent and we could really 
use the help that a National Housing Trust Fund for low-income 
rental housing could provide. 

When do you see the GSEs complying with the law that would 
fund the trust fund, or do you? 

Mr. DEMARCO. I would say we have been complying with the law 
from the beginning because the law clearly indicated that FHFA 
could make determinations based upon the financial condition of 
the companies not to contribute money to the funds, and that has 
been our ongoing determination. 

Mr. ELLISON. Do you see that changing? What is the future of 
funding the National Housing Trust Fund, given the profitability? 

Mr. DEMARCO. First of all, I want to make sure this profitability 
is sustainable, Congressman, and I am still mindful of the monies 
that erode to the Treasury Department and that frankly these 
funds, if they don’t go to the trust fund, are going back to the tax-
payer, and I have not thought about this recently so I would want 
to give your question a little bit more careful consideration. 

Mr. ELLISON. I appreciate that. And proceeds can go in different 
directions—some to pay back the taxpayer, some to fund the Hous-
ing Trust Fund. I appreciate you thinking about that. 

I have talked to people about these difficulties, as everybody on 
this committee has and you have, and one of the things that I 
would like to get your feedback on is the situation in which some-
body perhaps can’t pay their mortgage, they will maybe lose their 
home in foreclosure, and then maybe it will be sold back at market 
rate, which then, at least to my understanding, the previous occu-
pant is not allowed to bid on. Are you familiar with this situation? 

Mr. DEMARCO. I am. That would be— 
Mr. ELLISON. Could you speak to this? 
Mr. DEMARCO. That would be considered an unsafe and unsound 

practice to engage in that sort of activity, because then you are not 
actually doing things at arm’s length. 

Mr. ELLISON. What if you were to just treat the person as an 
arms-length person, just look at their new financial situation, look 
at their ability to pay now? Because as has been said by many, 
many people fall into foreclosure because of the market, because of 
a medical problem. 

Will you at least look at these cases on a case-by-case basis? Be-
cause it seems like there is a blanket denial. 

Mr. DEMARCO. I think I would like to do better than that, Con-
gressman. I think that where we have gotten to is this: A family 
gets in trouble on their mortgage, we now have processes and re-
quirements in place for the servicer to be reaching out to that fam-
ily from day one and there is a whole menu of options to help that 
family that are tailored to what the potential circumstances might 
be that have caused them to get into trouble. 

Is it a temporary issue regarding a medical condition where the 
person is out of work for a few months? Is it unemployment? Is it 
a permanent reduction in income for that household? 

For each of those types of situations, we have tailored responses, 
but what we have done much better on now is when this happens 
today, the servicers know what to do and they are supposed to be 
in contact with that borrower right away. I don’t want that bor-
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rower getting 90 or 120 days behind on their mortgage before they 
have actually been working with the servicer and have been offered 
the kind of assistance that you are talking about. 

Because fundamentally, Congressman, the way we are going to 
most help people is to get them right away. When they first get 
into trouble, we want to be reaching out to them. And frankly, we 
want them reaching out to us. 

This menu of opportunities here, including significant reduction 
in their mortgage payment, are now well-established. We have 
these systems in place now and I really want to be able to help peo-
ple now. 

Mr. ELLISON. We are getting to the yellow light, Mr. DeMarco, 
so I am going to try to get my question in. I might have to take 
the answer in writing. 

Okay, so you have indicated that the FHFA’s first goal is to build 
a new infrastructure for the— 

Mr. GARRETT. I am going to ask the gentleman to submit his 
question in writing. We have an agreement with the witness and 
also the ranking member that all Members who are in the room 
right now will get their questions in, and then Mr. DeMarco will 
be excused a little past the time that he has agreed upon. 

Mr. DEMARCO. Very good. Thank you, Mr. Chairman. 
Mr. GARRETT. So we will go now to Mr. Mulvaney. 
And I will be strict on the time for each person. 
Mr. MULVANEY. Thank you, Mr. Chairman. 
Mr. DeMarco, thank you for being here today. I want to talk a 

little bit about your strategic plan, which you have laid out in your 
testimony as having three basic pieces: the concept of building this 
new infrastructure; contracting part of the business; and maintain-
ing other parts of the business. 

And I want to focus on this concept of contracting, because when 
I look at the details on contracting part of the business I see some 
discussion—I want to talk specifically now about single-family. I 
see some discussion about raising fees, some discussion about en-
tering into these risk-sharing transactions, but it is not until I 
move to the multi-family part that I see specific targets in terms 
of percentage reductions, and I think you said a 10 percent goal 
this year for shrinking the multi-family portion of your business. 

Have you set similar targets for shrinking or contracting the sin-
gle-family portion of the business? 

Mr. DEMARCO. No. We have not approached it that way and 
there is an explanation for that, Congressman. 

In the multi-family, segment Fannie Mae and Freddie Mac today 
risk-share on virtually all the multi-family mortgages that they 
purchase. That is, there are already established processes and busi-
ness practices whereby if Fannie Mae buys a multi-family mort-
gage, they are not taking all that credit risk; they are sharing it 
with the originator. 

That is not the way it works in single-family. We have another 
step we have to take first in single-family, and that is establishing 
what these processes are to start sharing the risk. 

So my goal is in 2013, let’s get those transactions tested in the 
marketplace and let’s get the process to do it in place, and then in 
subsequent years we can look towards more like an approach we 

VerDate Nov 24 2008 17:37 Aug 30, 2013 Jkt 080874 PO 00000 Frm 00048 Fmt 6633 Sfmt 6633 K:\DOCS\80874.TXT TERRI



45 

are taking with multi-family to say, we want to see an increase in 
share of this sold off. 

Mr. MULVANEY. Fair enough. 
And let’s, to the extent we can, look down the road a little bit 

as to the future when possibly you are able to start talking about 
specific percentage targets for shrinking the single-family portion 
of the business. How small of a market share can you have and 
still provide the liquidity that you think is necessary for the mar-
ket? We go back to the early 2000s and you all were 80 percent 
of the market; in the mid-2000s, you were 45 percent of the mar-
ket; now you are effectively 100 percent of the market. 

How small a role can you play and still fulfill that particular 
function? 

Mr. DEMARCO. The particular function of— 
Mr. MULVANEY. Providing liquidity— 
Mr. DEMARCO. —providing liquidity? That certainly can be a 

good bit less than 90 percent. But the point is that you are not 
going to turn the switch overnight, and I think that the way to sort 
of get to wherever that answer is is to do it incrementally, and that 
is the path we are on. 

Mr. MULVANEY. But I think it is fair to say historically at least, 
that the market can function with you supplying guarantees on 
less than half of— 

Mr. DEMARCO. Absolutely, Congressman, yes. Fannie Mae and 
Freddie Mac traditionally, I believe, had less than half the market. 

Mr. MULVANEY. And that sort of transitions to my larger ques-
tion, which is, we talk about contracting the market, which obvi-
ously folks in here may agree or disagree with, but even when you 
talk about the strategic plan—all different pieces of it, including 
contracting—you are still talking about operating within the exist-
ing system, the existing regime, which is this implicit taxpayer 
guarantee. And I would ask you—and again, it may be rhetorical, 
Mr. DeMarco—isn’t that system broken? If your goal in doing this 
is to protect the taxpayer, isn’t it true you are just not going to be 
able to protect the taxpayer until you get rid of the guarantee? 

The only way you are going to get rid of the potential conflicts 
that Mr. Ellison so eloquently laid out, which is—look, you have 
three masters right now. You have the taxpayers that you owe 
money to and you are also trying to protect them from future risk; 
there are circumstances under which you are asked to contribute 
to a Housing Trust Fund; but you have private shareholders. 

Isn’t that whose system—isn’t the GSE system fundamentally 
flawed, and regardless of anything you do to contract it, build it, 
sustain it, we are still going to have these issues in the long run? 

Mr. DEMARCO. It is broken, Congressman, and I look forward to 
working with the Congress to come up with a better one. 

Mr. MULVANEY. Is it possible to fix it with leaving the implicit 
taxpayer guarantee in place? Don’t you have to either go to a sys-
tem where you all become an agency or you become a private enti-
ty? Either one or the other, you can’t be both? 

Mr. DEMARCO. You certainly need to clarify where the govern-
ment’s role is and its exposure and where private capital’s is. The 
GSE model that you are talking about being broken, that was the 
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problem. It was a complete melding of private capital and public 
support in a way that just harmed the American— 

Mr. MULVANEY. I think it is fair to say—and I appreciate the 
steps you are taking to protect the taxpayer, because clearly that 
is the goal of your strategic plan, but I would put it to you—not 
to you, put it to the larger group that we are always going to have 
this risk. Regardless of how successful Mr. DeMarco is in con-
tracting, building, maintaining, whatever, until we get the tax-
payer out of the business of the guarantee, the taxpayer is always 
going to be on the hook eventually. 

I thank you for the work that you are doing, but I encourage ev-
erybody else to consider the possibility that it is the system that 
is broken, not the operation of the system. 

Thank you. 
Mr. GARRETT. The gentleman yields back. 
Mr. Perlmutter is recognized for 5 minutes. 
Mr. PERLMUTTER. Thanks, Mr. Chairman. 
And, Mr. DeMarco, it is good to see you. 
Mr. Pollard, it is good to see you as well. 
Just a couple of things. Mr. Mulvaney first brought up multi- 

family housing. In the last 4 or 5 years, as we have gone through 
this, I have not heard any complaints about Fannie Mae or Freddie 
Mac’s role in the multi-housing market as a participant in various 
loans and obligations. Have you received any complaints on the 
multi-family piece of this? 

Mr. DEMARCO. I hear lots of complaints, Congressman, so I am 
sure I have heard complaints about multi-family. 

Mr. PERLMUTTER. But that hasn’t been the area of—where there 
has been substantial requirement by the taxpayers to underwrite 
some of these loans? 

Mr. DEMARCO. That is correct. We have managed to keep this 
business profitable. 

Mr. PERLMUTTER. Okay. 
Second question, speaking of profitability, one of the gentlemen— 

I think Mr. Hurt—brought it up that Freddie Mac has made some 
money recently. Is that true? 

Mr. DEMARCO. Yes, sir. 
Mr. PERLMUTTER. How much? In the last month or 2 months? 
Mr. DEMARCO. About $8 billion. 
Mr. PERLMUTTER. Okay. Has Fannie Mae made any money re-

cently? 
Mr. DEMARCO. They have. They have not filed their year-end fi-

nancials but they have indicated in a filing to the SEC that they 
will report positive income in 2012. 

Mr. PERLMUTTER. I just want to congratulate you on that, be-
cause it hadn’t been going that way for a long time. And what I 
thought was a really good description of the zero to $10 trillion sort 
of continuum, over the last few years the Federal role has grown 
because there was no private involvement in the market because 
they got clobbered. They got clobbered more than Fannie Mae and 
Freddie Mac. 

So the private sector—and I appreciate the theory, and I agree 
with a lot of the theoretical statements you have made, but the pri-
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vate sector didn’t price it very well when they were pricing it either 
back in 2005, 2006, 2007, and 2008. Wouldn’t you agree? 

Mr. DEMARCO. Yes. Neither GSEs nor the private sector did a 
very good job pricing mortgage credit risk— 

Mr. PERLMUTTER. Then, the private sector more or less withdrew 
completely from the market, in which case there was a vacuum— 

Mr. DEMARCO. That is correct. 
Mr. PERLMUTTER. —for Fannie Mae and Freddie Mac and for the 

role that you have been playing as FHFA. 
Mr. DEMARCO. That is correct, Congressman. 
Mr. PERLMUTTER. I agree with you. In terms of the continuum 

or the dial, as you described it, we probably are too far in terms 
of the Federal involvement, but without it, there would have been 
no market. 

Mr. DEMARCO. That is correct. 
Mr. PERLMUTTER. So let’s talk about standards. You were talking 

about sort of technological platforms and standards. One of the rea-
sons that we all got into trouble—both the private and the public 
sector—is that the underwriting standards seemed to go out the 
window for several years. Wouldn’t you agree? 

Mr. DEMARCO. Yes, sir. 
Mr. PERLMUTTER. So underwriting standards you all have put 

back into place have led to the profitability of two of your organiza-
tions now? 

Mr. DEMARCO. Yes, sir. 
Mr. PERLMUTTER. One of the standards that I have been worried 

about is sort of this technological standard, and Senator Wyden has 
written a letter to the Department of Justice concerning lender 
processing services, LPS. Were you involved in any of the litiga-
tion—was Fannie Mae, Freddie Mac, or you as the conservator in-
volved in any of the settlements with LPS? 

Mr. DEMARCO. Let me verify, but I think I am pretty sure I 
know the answer. I don’t believe we were involved in that par-
ticular litigation. 

Mr. PERLMUTTER. What I would like you to do—and I would ask 
your counsel, as well—is to take a look at the role of LPS in all 
of this. There was one platform—a technological platform—that 
was very good when things were going smoothly but it was very 
hurried in terms of lawyers processing foreclosures, and those 
kinds of things. And I just ask for you all to take a look at that. 

And I would be remiss if I didn’t bring up REMX for you to say 
that is an area where I think if you exercised those calls, there 
would be additional profitability to both Fannie Mae and Freddie 
Mac. 

And with that, I will yield back. 
Mr. DEMARCO. I appreciate that, Congressman. 
Mr. GARRETT. The gentleman yields back. 
Mr. Huizenga is recognized for 5 minutes. 
Mr. HUIZENGA. I appreciate that your time is growing short—21⁄2 

hours under the lights and in front of the camera, and I appreciate 
that. 

I do have something. We just heard about LPS. I want to talk 
a little bit about lender-placed insurance (LPI). I don’t think that 
is something that has come up, kind of a technical, in-the-weeds 
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thing, but I know that there had been a push by Fannie Mae look-
ing at trying to basically come up with one lender, one underwriter, 
one agent group. I believe you had put the brakes on that operation 
or on the movement towards that. 

Do you see any value in selecting these preferred vendors versus 
having a free market system do that? 

Mr. DEMARCO. Congressman, I have concerns about the way the 
lender-placed insurance market has worked. I think a lot of people 
do. 

What I am seeking, and we actually made it part of the scorecard 
for 2013, is I am seeking to work with other regulators and with 
other market participants to come up with a market standard for 
how to improve the transparency and the competition in this mar-
ketplace so that both borrowers and investors are better protected. 
So what I am looking for is not a Fannie Mae-centric approach or 
conclusion here. I certainly want to help Fannie Mae. As conser-
vator, I want to see them in a better position with regard to LPI. 

But I think we can do better than that. I think we can do some-
thing to create a better standard for the market so whether the 
borrower’s mortgage is owned by Fannie Mae, Freddie Mac, or 
some other market participant, if we can bring something better to 
the way this market works, that is what I am aiming— 

Mr. HUIZENGA. Okay, so I think I am hearing you say that FHFA 
will—you are going to attempt to preserve a rule for these servicers 
and these NVAs, and underwriters, that you will try to put in some 
reasonable rules and guidelines that will be issued but it will— 

Mr. DEMARCO. We want to continue to have insurance coverage 
when you have a situation where either a borrower is unable to ob-
tain homeowner’s insurance in their particular location or the bor-
rower defaulted on their mortgage so we don’t have insurance cov-
erage because they are not been paying. We want to make sure 
that the asset is protected but— 

Mr. HUIZENGA. Which I think we all see. My background is in 
real estate and developing, and I am very familiar with those 
things, and obviously we have to protect the asset for those who 
have invested heavily in it, and you just can’t have it hanging out 
there. 

I have a couple of minutes and a couple of really quick things. 
It does seem to me that we were talking a little bit about—my 
friend from Colorado was talking about how there was no market-
place for these mortgages and we needed to have Fannie and 
Freddie step in. I am not sure that they needed to quite step in 
as dramatically as they have; however, it does strike me that we 
got in that situation because of fraud. It wasn’t because nobody 
was making a bad business decision based on calculations that 
they—having all the information. 

It seems to me they made bad business decisions because there 
was a significant piece of the equation missing as they would go 
in and make those calculations. Isn’t that fair? 

Mr. DEMARCO. I would certainly add fraud to the list of contrib-
uting factors of the housing finance crisis, but I think plenty of bad 
business decisions were made even outside of the fraud operating— 

Mr. HUIZENGA. It seems to me that when we—not verifying peo-
ple’s income and then suddenly, through a whole myriad of sys-
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tems, declaring that triple-A probably is not the best system to do 
that. 

On a more philosophical question, do we really need 30-year 
mortgages? We have a neighbor to the north where 30-year mort-
gages have not been part of their history. They may amortize over 
that but then there is 1-year—sometimes even 6-month—1-year, 5- 
year now; they are now just really getting into long-term mort-
gages. 

And I am curious if you can unpack that a little bit in the next 
45 seconds? 

Mr. DEMARCO. As an economist, the notion of need is—I don’t 
think we interpret that quite the same way as everybody else, so 
it is a little hard for me to respond to a question about, do we need. 

I will make an observation about 30-year mortgage, however. In 
some sense, it arose as an affordable product because mortgages 
used to be—even which fixed-rate mortgages became more com-
monplace, they were 15 years, and they were 20 years, then it 
would be 25 years, and we kept pushing out the maturity spectrum 
to make financing more affordable. And not that there is anything 
wrong with that, it is that with a 30-year mortgage, you do not 
really start paying down principal over those first several years. 

And one thing I would say about 30-year mortgages, it is not nec-
essarily the best mortgage product for a homebuyer, especially a 
first-time homebuyer. If you look at statistics and see that the first- 
time homebuyers in this country tend to own their first home for 
4 years or for 5 years, it may not be the best for their circumstance 
if they buy that house with that kind of timeline is what they ex-
pect, there may be a different mortgage product in which they can 
build equity at a faster rate than a 30-year fixed-rate mortgage. 

Mr. HUIZENGA. I appreciate that. And then somebody, obviously, 
at 60 years of age, maybe financing or refinancing it for 30 years 
is—you are outside your potential earning power stroke there. 

So thank you. I appreciate that, Mr. Chairman. 
Mr. GARRETT. I recognize Mr. Kildee for the remaining 5 min-

utes. 
Mr. KILDEE. First of all, thank you very much, Mr. DeMarco, for 

hanging in there. 
And thank you to the chairman and ranking member for reward-

ing patience and allowing me a few minutes of your time. 
For a few years before I arrived here in Congress, which was just 

a couple of months ago, I was the president of a nonprofit organiza-
tion dedicated to dealing with vacant and abandoned property. 

I came to that work because for 13 years prior to that, I was a 
county treasurer in Genesee County. I was living my lifelong 
dream of being the tax collector in Flint, Michigan. I think you un-
derstand what I was dealing with to a certain extent. 

Mr. DEMARCO. Yes. 
Mr. KILDEE. But one of the concerns that I developed and became 

much more aware of, especially as I travelled the country and 
helped set up land banks—about 100 land banks around the coun-
try that I have participated in arranging, including the one in my 
hometown, is the approach that most systems seem to take when 
it comes to real estate, and I am speaking specifically about REO 
management and disposition. 
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Systems tend to treat these assets as a commodity at a market-
place and often measure the value of a transaction in purely trans-
actional terms and don’t ever consider, let alone attempt to inter-
nalize, the sometimes very negative externalities of those disposi-
tion decisions. So I have a couple of questions that deal with that 
particular area. 

One—and if you could try to be as quick as possible—what is the 
status of the Enterprises’ REO now as opposed to, say, a year ago? 

Mr. DEMARCO. We certainly are reducing the REO inventory, 
and one of the things that is contributing to these reported profits 
in 2012 is that the return we are getting on these sales is higher 
than had been anticipated. 

Mr. KILDEE. About a year ago—according to this, it was in Feb-
ruary of 2012—there was a pilot program announced that would 
take Fannie Mae-owned properties and offer bulk purchases to in-
vestors. I would just ask you to comment on that, but particularly 
comment—as I understood it, the intent was to get property out of 
your inventory or out of the inventories of the Enterprises and sup-
port what was an increasing demand for quality rental housing in 
many of those communities. That was at least one of the potential 
outcomes. 

How has FHFA or anyone else ensured that the disposition 
standards that were the basis for those transactions have been ad-
hered to by the purchasers? 

Mr. DEMARCO. Actually, with the pilot program you referenced, 
there were a number of restrictions on the disposition of the prop-
erties post-transaction, and so we have a regime in place to mon-
itor that, but it was something that in some sense limited the abil-
ity of the acquirer in terms of how they would dispose of the prop-
erties. 

Most of the properties that were part of these pilot transactions 
were properties that were already rented, so Fannie was the land-
lord, if you will, for these properties. So they already had renters 
in them and we wanted to see that rental—the property would be 
preserved as a rental property for a period of time, and so there 
were covenants and this restricted disposition in that way to en-
sure most of the properties remained rentals for a number of years. 

Mr. KILDEE. Is there any data or experience that shows how suc-
cessful that has been in terms of the downstream condition of the 
properties? Is it working or have there been situations where pur-
chasers have not adhered to those standards, and has there been 
action taken— 

Mr. DEMARCO. It is a little early yet, since we closed on the 
transactions in late summer, but I am not aware of any problems 
that have been identified to date. 

Mr. KILDEE. Was there any specific preference granted to com-
munity-based entities, local land banks, or nonprofit intermediaries 
that might take the approach that the transactional value or even 
the revenue stream generated by those properties were not the only 
considerations, that the external effect of the condition of the prop-
erty was also a consideration? 

Mr. DEMARCO. Yes, sir. In fact, that was part of it. I would prob-
ably want to have my staff come talk to you about what the tech-
nical details were, but we did have provisions in there that in-
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cluded partnering with local nonprofits and housing groups which 
had familiarity with these markets. 

Mr. KILDEE. And then finally, specific to REOs held by the En-
terprises, to what extent has it been the case that local relevant 
State law or local ordinances have been adhered to regarding man-
agement and the condition of those particular properties? 

Mr. DEMARCO. We adhere to State law. Where State law con-
flicts with Federal law or the operations of the conservatorship— 
we have a couple of instances of that being a problem, but those 
have been rare. 

Mr. KILDEE. Thank you very much. 
Mr. GARRETT. Thank you. 
I believe the ranking member has something to enter into the 

record? 
Ms. WATERS. Thank you, Mr. Chairman. I have here a document 

from ESOP, that is Empowering and Strengthening Ohio’s People. 
I ask unanimous consent to enter it into the record. 

Mr. GARRETT. Without objection, it is so ordered. 
I would like to say thank you to the Director for, as I said at the 

outset, your work in this area. Also, thank you for your testimony 
today. Thank you for spending a little extra time so we could get 
through all of the Members who did have the patience to stay and 
ask questions. 

And I do also appreciate the comment you made early on to a 
couple of the Members that you would follow up on an individual 
basis to answer some of those additional questions, so I thank you 
for that. 

The Chair notes that some Members may have additional ques-
tions for this witness, which they may wish to submit in writing. 
Without objection, the hearing record will remain open for 5 legis-
lative days for Members to submit written questions to this witness 
and to place his responses in the record. Also, without objection, 
Members will have 5 legislative days to submit extraneous mate-
rials to the Chair for inclusion in the record. 

This hearing is adjourned. 
[Whereupon, at 12:44 p.m., the hearing was adjourned.] 
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