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Reprivatize the GSEs?

• How do you reprivatize something with “government-
sponsored” in its name?

• The problem is more with implicit guarantees rather than 
explicit.
» Whom do you trust with the keys to the U.S. Treasury?
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• The issues are:

» Exactly what is supported and not supported?
» What are the explicit costs of explicit support?
» What are the implicit costs of explicit support, such as 

governmental influences on lending policies?



Seeking the Right Balance- MBA’s Plan for the GSEs

1) Make sure that private capital is the first line of defense 
against losses, with no institution too big to fail.

2) Establish an insurance fund as the second line of defense.

3) Make explicit what is or is not supported.  Credit risk for 
MBS is supported, debt issued for held portfolios is not.  30-
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MBS is supported, debt issued for held portfolios is not.  30-
year fixed rate mortgages are allowed, pay-option ARMs are 
not.

4) Establish an explicit means of compensating the government 
for the guarantee.

5) Remove all indicia of implied federal support.  



Core Secondary Mortgage Market:
Recommendation
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The Problem – How Do We Get There From 
Here?

• We are looking at a three year process at a minimum.

• What interim solution supports the mortgage market while 
phasing out the GSEs and phasing in the new structure?

• What form of interim guarantees, if any, are needed?
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• Will the interim steps make it easier or harder to achieve the 
reform needed?

• How do the taxpayers get paid back the $100 billion (as of 
November 6, 2009) already paid into the two firms?



Addressing Investor and Borrower/Originator 
Demands

What Investors Need

1. Clearly defined federal credit support

2. Liquidity

3. Simplicity and/or information

4. Quality regulation of guarantors and systems
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What Borrowers and Originators Need

1. Certainty of execution

2. Consistent offering of core products

3. Competitive pricing

4. Efficient means of hedging risk of interest rate locks



Key Aspects of the Plan

1. In order to attract investors for the foreseeable future, and through a range of market 

conditions, the federal government’s role as ultimate guarantor is made explicit through 

a federal credit wrap of certain mortgage-backed securities (MBS).

2. MBS investors bear all the interest rate risk

3. Privately owned and operated mono-line firms bear the credit risk, providing loan-level 
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3. Privately owned and operated mono-line firms bear the credit risk, providing loan-level 

guarantees on the mortgages supporting the federally-guaranteed MBS and contributing 

to a security-level risk-based insurance fund.  These firms have exclusive access to the 

federal wrap, are strictly regulated for risk-based capital adequacy and pricing and are 

limited to a defined set of core mortgage products.  The role of these firms is limited to 

underwriting, insuring credit risk and securitizing single-family and multifamily mortgages 

as Mortgage Credit-Guarantor Entities (referred to as MCGEs).



Core Secondary Mortgage Market:
Recommendation
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Core Secondary Mortgage Market:
Current State
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Mortgage Credit-Guarantor Entities (MCGEs)

1) Privately owned, mono-line institutions focused solely on the mortgage credit guarantee 

and securitization business.

2) The loan-level MCGE guarantee would be backed by private capital held by the MCGEs 

which would be overseen by a strong regulator.  None of the corporate debt or equity 

the MCGEs issue would be guaranteed, either explicitly or implicitly, by the federal 

government. 

3) The MCGEs would be required to manage their credit risk by using some combinations 

of risk-based pricing, originator retention of risk such as lender reps and warrants, 
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of risk-based pricing, originator retention of risk such as lender reps and warrants, 

private mortgage insurance (PMI) or other risk-sharing arrangements. 

4) The federally related securitization guarantee would support only “core” mortgage 

products similar to those traditionally supported by the GSEs. Any new loan types 

proposed by the MCGEs would require approval by the regulator and the GG.

5) MCGEs would be chartered by the regulator, not by Congress, with the regulator 

determining the optimal number based on market conditions and other criteria.

6) The MCGEs would hold only de minimus portfolios of mortgage assets required to 

support securitization.



Federal Government Guaranteed “Wrap” (GG) 
Securities

1) The GG would support only those types of loans needed to keep the secondary market 

for core mortgage products liquid and functioning through all environments .

2) GG securities would carry a guarantee of timely interest and principal payment, would 

explicitly carry the full faith and credit of the U.S. government and would be supported 

by a federal insurance fund similar to deposit insurance. 

3) The GG would be responsible for determining eligible mortgage products. 

4) Minimum regulated fees would be established for ongoing servicing, surveillance and 

reporting. 
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reporting. 

5) FHA, VA, RHS and Ginnie Mae would continue to play critical roles in providing 

government credit support for affordable housing, while the fully private market would 

provide financing for mortgages that fall outside of core loan types 



Regulator

1) The MCGEs’ regulator would be strong, empowered and adequately funded through the 

GG insurance premiums. 

2) The regulation regime contemplated would be similar to that of a public utility, with the 

MCGEs earning a conservative return on equity. 

3) The regulator would have the power to adequately oversee the MCGEs, specifically with 

regard to products, pricing and capital adequacy.
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Similarities/Differences Between 
Recommended and Current Models

1) Liquidity would be promoted through explicit government security-level guarantee, rather 

than implicit guarantee. 

2) The mission of private entities would be explicitly limited to ensuring liquidity in the 

core mortgage market through the issuance and guarantee of mortgage-backed 

securities.

3) Private entities would continue to assess, price, mitigate, guarantee and hold capital 

against mortgage credit risks.

4) Products covered would be limited to only “core” mortgage products and subject to 
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4) Products covered would be limited to only “core” mortgage products and subject to 

double approval by the regulator and the GG, rather than left open to management of 

the MCGEs.

5) Private entities would hold only de minimus portfolios in support of securitization, rather 

than large investment portfolios.  Essentially all of the interest rate risk would be passed 

on to MBS investors with no opportunities to seek arbitrage profits.

6) Government guarantees would cover only MBS; Private entities themselves would be 

fully private and may fail, with no individual MCGE being considered too big to fail.



Similarities/Differences Between Recommended 
and Current Models  (continued)

7) Capital requirements of private entities would be overseen by a strong regulator and 

would not be clouded by interest rate risk and liquidity risk of large investment portfolios.

8) Charters would be granted and managed by regulators, rather than by Congress.

9) Affordable housing objectives would be achieved largely through FHA, Ginnie Mae, RHS 

and other explicit federal tax and spending programs.  Any affordable housing role for 

the MCGEs would be carefully defined and supplement but not weaken their primary 

functions.  The MCGEs role would include (1) affordable multifamily rental housing and 

(2) if the Regulator and GG agree to define “core products” to include affordable single-
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(2) if the Regulator and GG agree to define “core products” to include affordable single-

family products, then risk-based pricing and transparency would be included in order to 

avoid market distortions.  



Transition

1) The infrastructure of the existing GSEs would be used as a foundation for new MCGEs, 

with the technology, human capital, standard documents and existing relationships. 

2) Historical performance data and other information would be made available to 

originators, the MCGEs, regulators, rating agencies, investors and providers of credit 

support to enhance the efficiency of the market.

3) In order to facilitate a more rapid transition, to maximize the usefulness of the existing 

infrastructure of the GSEs and to allow the federal government to continue to use that 

infrastructure to address the current housing market challenges, a good bank/bad bank 
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infrastructure to address the current housing market challenges, a good bank/bad bank 

resolution of the GSEs, their assets and liabilities would be considered.



About 
MBA’s Council on Ensuring Mortgage Liquidity

Established in 2008 to develop information and recommendations related to the future of the 

secondary mortgage market.

Made up of senior professionals from firms that play a variety of roles in the single-family 

and multifamily mortgage markets.  (A list of the Council members is included at the 

end.)
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The Council has produced three reports thus far:

» Key Considerations for the Future of the Secondary  Mortgage Markets and the 
Government Sponsored Enterprises (GSES) 

» Principles for Ensuring Mortgage Liquidity
» Recommendations for the Future Government Role in the Core Secondary  

Mortgage Market



Council on Ensuring Mortgage Liquidity
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Chief Executive Officer
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