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A legal update from Dechert’s Financial Institutions and Finance and Real Estate 
Practice Groups 

Administration Report Offers New Directions  
for the Federal Role in Housing Finance 
The Obama Administration on February 11, 2011 released its report to 
Congress on reforming the nation’s housing finance market. The report 
calls for an incremental wind-down of Fannie Mae and Freddie Mac, a 
scaled-back role for the U.S. government in the housing finance system and 
the creation of a finance market in which the private sector plays the domi-
nant role in providing mortgage credit. The report also signals a move away 
from the notion that homeownership for all Americans should be a key 
government objective. 

The Obama Administration’s reform plan has 
three stated objectives: (i) pave the way for a 
robust private mortgage market by reducing 
government support for housing finance and 
winding down Fannie Mae and Freddie Mac on 
a responsible timeline; (ii) reform mortgage 
underwriting and mortgage securitization 
practices; and (iii) target the government’s 
support to providing affordable housing for low- 
and moderate-income households, including 
through the creation of a new, dedicated, 
budget-neutral revenue financing source.  

The report suggests making a gentle transition 
in the role that Fannie Mae and Freddie Mac 
play in the market, ultimately leading to their 
wind-down, by raising guarantee fees, increas-
ing down payment requirements, reducing 
conforming loans limits and reducing their 
investment portfolios. The report acknowledges 
that the proposed reduction in government 
support for the housing finance market would 
be likely to reduce the availability and increase 
the cost of credit for housing.  

The report sets forth three options for the long-
term role of federal government guarantee 
support for the nation’s housing finance 
system. None of the options would entirely end 
the government’s role in the housing finance 

system. Instead, each option would establish a 
hybrid system that, in varying degrees, would 
transfer much, but not all, of the government’s 
role in the housing finance sector to the private 
sector. 

 Option 1 would limit the government’s 
role to insuring or guaranteeing loans of-
fered through federal agency programs 
targeted at low- and moderate-income 
borrowers.  

 Option 2 would provide the same tar-
geted support as in Option 1, but in-
cludes a government backstop to ensure 
access to credit during a housing or gen-
eral financial crisis. The backstop would 
have a minimal presence in the market 
during normal times, but could be scaled 
up as private capital withdrew in times of 
financial stress.  

 Option 3 also would provide the targeted 
support described in Option 1. However, 
the government would act as reinsurer to 
qualifying private companies that guar-
antee securities backed by mortgages 
meeting strict underwriting standards. 
The government’s reinsurance would 
protect investors in mortgage-backed se-
curities and would pay out only after a 
qualifying private insurer or guarantor 
was entirely wiped out. 
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The report briefly summarizes the principal advantages 
and disadvantages of each of the options, but stops 
short of making any recommendations to Congress on 
which option ought to be adopted.  

While the report focuses on high-level policy, there are 
significant legal considerations that will have to be 
decided as any reform plan moves toward fruition: 

 The form and means of winding down Fannie Mae 
and Freddie Mac and how private equityholders 
will be impacted; 

 Whether the array of reforms proposed in the 
report, including changes in lending standards, 
conforming loan limits, guarantee fees, afford-
able housing programs and mortgage servicing 
standards, limitations on junior liens and restric-
tions on Federal Home Loan Bank membership, 
lending and investment requirements, are pur-
sued through legislation, regulation or otherwise; 
and 

 Potentially increased fair lending focus and 
enforcement at both the origination and securti-
zation levels.  

Depending on how the recommendations and options 
contained in the report are implemented, there could 

be significant changes in the nation’s housing finance 
system and the mix of homeownership and rental 
housing. The Administration and the housing agencies 
have not yet coalesced to adopt a specific national 
housing policy, or direction with regard to Fannie and 
Freddie, and, given the stakes involved, no final actions 
are likely to be taken before the next Presidential 
election. 

Given the importance of these issues to a wide range of 
potentially impacted industry sectors and the public at 
large, we can expect a great deal of legislative and 
regulatory attention being paid to the proposals and 
options set forth in the report. 

   

This update was authored by Thomas P. Vartanian  
(+1 202 261 3439; thomas.vartanian@dechert.com), 
Richard D. Jones (+1 212 698 3844;  
richard.jones@dechert.com), Robert H. Ledig  
(+1 202 261 3454; robert.ledig@dechert.com),  
Ralph R. Mazzeo (+1 215 994 2417; 
ralph.mazzeo@dechert.com), Gordon L. Miller  
(+1 202 261 3467; gordon.miller@dechert.com),  
Laurie J. Nelson (+1 215 994 2495;  
laurie.nelson@dechert.com) and Lawrence K. Nesbitt  
(+1 202 261 3367; lawrence.nesbitt@dechert.com). 

 
 

Practice group contacts 

For more information, please contact the authors, one of the attorneys listed or any Dechert attorney with whom you 
regularly work. Visit us at our Financial Institutions and Finance and Real Estate pages. 

If you would like to receive any of our other DechertOnPoints, please click here. 
 

David L. Ansell 

Washington, D.C. 

+1 202 261 3433 

david.ansell@dechert.com  

Timothy J. Boyce  

Charlotte 

+1 704 339 3129  

timothy.boyce@dechert.com  

Lewis A. Burleigh  

Boston 

+1 617 654 8601 

lewis.burleigh@dechert.com  

Katherine A. Burroughs  

Hartford 

+1 860 524 3953 

katherine.burroughs@dechert.com  

Laura G. Ciabarra  

Hartford 

+1 860 524 3926 

laura.ciabarra@dechert.com 

Patrick D. Dolan  

New York 

+1 212 698 3555 

patrick.dolan@dechert.com 

Malcolm S. Dorris  

New York 

+1 212 698 3519 

malcolm.dorris@dechert.com 

Dr. Olaf Fasshauer  

Munich 

+49 89 21 21 63 28 

olaf.fasshauer@dechert.com  

Steven A. Fogel  

London 

+44 20 7184 7444 

steven.fogel@dechert.com  

 
 February 2011 / Special Alert 2 

http://www.dechert.com/practiceareas/practiceareas.jsp?pg=detail&pa_id=12407
http://www.dechert.com/practiceareas/practiceareas.jsp?pg=detail&pa_id=31
http://www.dechert.com/dechert_update_2010.html


d 
 

 
 February 2011 / Special Alert 3 

David W. Forti 

Philadelphia 

+1 215 994 2647 

david.forti@dechert.com  

William Fryzer  

London 

+44 20 7184 7454 

william.fryzer@dechert.com  

David J. Harris 

Washington, D.C. 

+1 202 261 3385 

david.harris@dechert.com  

Joseph B. Heil  

San Francisco 

+1 415 262 4510 

joseph.heil@dechert.com  

Bruce D. Hickey  

Boston 

+1 617 654 8602 

bruce.hickey@dechert.com 

Geoffrey K. Hurley  

New York 

+1 212 698 3598 

geoffrey.hurley@dechert.com  

Andrew Hutchinson  

London 

+44 20 7184 7428 

andrew.hutchinson@dechert.com  

Richard D. Jones  

Philadelphia 

+1 212 698 3844 

richard.jones@dechert.com  

Robert H. Ledig 

Washington, D.C. 

+1 202 261 3454 

robert.ledig@dechert.com  

David M. Linder  

San Francisco 

+1 415 262 4511 

david.linder@dechert.com  

Ralph R. Mazzeo  

Philadelphia 

+1 215 994 2417 

ralph.mazzeo@dechert.com  

Jason S. Rozes  

Philadelphia 

+1 215 994 2830 

jason.rozes@dechert.com 

Timothy A. Stafford  

New York 

+1 212 698 3504 

timothy.stafford@dechert.com  

William C. Stefko  

New York 

+1 212 698 3895 

william.stefko@dechert.com  

Laura Swihart 

New York 

+1 212 698 3644 

laura.swihart@dechert.com 

Barry J. Thorne  

London 

+44 20 7184 7413 

barry.thorne@dechert.com 

John M. Timperio 

Charlotte 

+1 704 339 3180 

john.timperio@dechert.com  

Thomas P. Vartanian  

Washington, D.C. 

+1 202 261 3439 

thomas.vartanian@dechert.com  

Cynthia J. Williams 

Boston 

+1 617 654 8604 

cindy.williams@dechert.com  

Jay Zagoren 
Philadelphia 
+1 215 994 2644 
jay.zagoren@dechert.com

 
 

 
© 2011 Dechert LLP. All rights reserved. Materials have been abridged from laws, court decisions, and 
administrative rulings and should not be considered as legal opinions on specific facts or as a substitute  
for legal counsel. This publication, provided by Dechert LLP as a general informational service, may be 
considered attorney advertising in some jurisdictions. Prior results do not guarantee a similar outcome. 

 

D 

www.dechert.com U.S. Austin • Boston • Charlotte • Hartford • New York • Orange County • Philadelphia 
Princeton • San Francisco • Silicon Valley • Washington, D.C. • EUROPE Brussels  
Dublin • London • Luxembourg • Moscow • Munich • Paris • ASIA Beijing • Hong Kong 
 


