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 Thoughts on the GSEs under new FHFA director 

President Trump has named Joseph Otting, the Comptroller of the Currency, as acting director of the FHFA.  Mr. Otting will 
serve as acting director until a permanent director is confirmed.  The Federal Vacancies Act gives the President the right to 
appoint a temporary director.   

More news has been swirling around Mark Calabria, Vice President Mike Pence’s Chief Economist, having been nominated for the 
post of FHFA director mid-December.  Mr. Calabria has worked at the Cato Institute, has been a senior staffer on the Senate 
Committee on Banking, Housing, and Urban affairs, and he has held positions at HUD, Harvard’s Joint Center for Housing Studies, 
the National Association of Home Builders, and the National Association of Realtors.  He is a political conservative with a 
libertarian tilt, and he has been a longtime critic of the Government Sponsored Enterprises (GSEs),  Fannie Mae and Freddie Mac. 
Mr. Calabria has also publicly critiqued the subsidy the government provides to the GSEs.   

Calabria’s potential nomination brings fresh speculation as to the changes to be made at the FHFA, at Fannie Mae and at Freddie 
Mac.  In a recent Bloomberg interview Treasury Secretary Mnuchin said, “I would like to get them (Fannie and Freddie) out of 
conservatorship”.  Mnuchin has long held this view, but practically speaking the new FHFA director lacks the autonomous power 
to execute on this goal.  It would take an Act of Congress to change the conservatorship, and currently, there is strong opposition 
to privatizing the GSEs from both Republicans and Democrats.  In fact, with the Democrats in control of the House, we think the 
chance of the GSEs exiting conservatorship in the next two years is close to 0%.  The one step Mr. Calabria could take on his own 
is to end the dividend sweep, allowing the GSEs to build a capital base. Any move to end the sweep would likely cause fireworks in 
Congress, and we see little political appetite for this. 

Calabria has written and spoken extensively on the GSEs and has made it well known that he thinks a) the GSE footprint should be 
dramatically smaller, and b) the Government subsidy provided to the GSEs should be lower.  So what can a director Mark Calabria 
actually do to reduce the GSE’s footprint?   

 There is talk of reducing the loan limits. The loan limits stand as the upper bound on the loan size that can qualify for GSE 
guarantee (aka agency eligible).  Loan limits are determined by the Housing and Economic Recovery Act of 2008. They were 
just increased from $453,100 to $484,350.  The FHFA lacks the authority to arbitrarily lower loan limits.   

 He is likely to raise the LLPAs (loan level price adjustments). These LLPAs tacks on an additional risk based premium to a 
mortgage rate based on loan characteristics. Increasing LLPAs makes the economic execution offered by the GSE for these 
loans less competitive versus the execution offered through banks or other private sources of capital. 

 He may raise the guarantee fee (G-Fee). G-fees have already been raised in the past, and could create an adverse selection 
bias to origination flowing through the GSEs.  

 He could curtail the lower credit, higher Loan-to-Value program (97% LTV) that was rolled out a few years ago.   
 He could also reduce high debt-to-income (DTI) lending.  Approximately 30% of GSE loans originated in 2018 have DTI levels 

that exceed the 43% Qualified mortgage (QM) limit.   
 

GSEs continue to dominate the MBS market with a 95% share of mortgage originations flowing through GSE execution.  Many of 
the above changes, should they be implemented, could act as constraints on access to mortgage finance, given the dominant 
share of the GSEs since the Global Financial Crisis. Politically speaking, limiting access to credit is not an easy sell for government 
officials looking for re-election in a populist era. 

While reducing the amount of loans guaranteed by the GSEs (that is, the aforementioned “footprint”) may be an admirable goal, a 
misstep could have negative consequences.  It is much easier to criticize the GSEs from the outside than to reform them from the 
inside.  Mark Calabria is likely to be more cautious as director than his prior views on the agency suggest. Housing is an important 
component of the US economy and no one is Washington wants to make a mistake.  There will be changes, but we believe these 
changes will be incremental, and we view it as unlikely the changes include a full privatization.  
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Important information  

The views and opinions contained herein are those of Schroders Securitized Credit team, and do not necessarily represent 
Schroder Investment Management North America Inc.’s house views. These views are subject to change. This information is 
intended to be for information purposes only and it is not intended as promotional material in any respect. The material is not intended 
as an offer or solicitation for the purchase or sale of any financial instrument mentioned in this commentary. The material is not intended 
to provide, and should not be relied on for accounting, legal or tax advice, or investment recommendations. Information herein has been 
obtained from sources we believe to be reliable but Schroder Investment Management North America Inc. (SIMNA) does not warrant its 
completeness or accuracy. No responsibility can be accepted for errors of facts obtained from third parties. Reliance should not be placed 
on the views and information in the document when taking individual investment and/or strategic decisions. The information and 
opinions contained in this document have been obtained from sources we consider reliable. No responsibility can be accepted for errors 
of fact obtained from third parties. The opinions stated in this document include some forecasted views. We believe that we are basing 
our expectations and beliefs on reasonable assumptions within the bounds of what we currently know. However, there is no guarantee 
that any forecasts or opinions will be realized. Sectors/Indices/countries mentioned for illustrative purposes only and should not be 
viewed as a recommendation to buy/sell. Schroder Investment Management North America Inc. (“SIMNA Inc.”) is registered as an 
investment adviser with the U.S. Securities and Exchange Commission and as a Portfolio Manager with the securities regulatory 
authorities in Alberta, British Columbia, Manitoba, Nova Scotia, Ontario, Quebec and Saskatchewan. It provides asset management 
products and services to clients in the United States and Canada. Schroder Fund Advisors, LLC (“SFA”) is a wholly-owned subsidiary of 
Schroder Investment Management North America Inc. and is registered as a limited purpose broker-dealer with the Financial Industry 
Regulatory Authority and as an Exempt Market Dealer with the securities regulatory authorities of Alberta, British Columbia, Manitoba, 
New Brunswick, Nova Scotia, Ontario, Quebec, Saskatchewan, Newfoundland and Labrador. SFA markets certain investment vehicles for 
which SIMNA Inc. is an investment adviser. SIMNA Inc. and SFA are indirect, wholly-owned subsidiaries of Schroders plc, a UK public 
company with shares listed on the London Stock Exchange. This document does not purport to provide investment advice and the 
information contained in this newsletter is for informational purposes and not to engage in a trading activities. It does not purport to 
describe the business or affairs of any issuer and is not being provided for delivery to or review by any prospective purchaser so as to 
assist the prospective purchaser to make an investment decision in respect of securities being sold in a distribution. Past performance is 
no guarantee of future results. Further information about Schroders can be found at www.schroders.com/us or by calling (212) 641-3800. 
Schroder Investment Management North America Inc. 
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