
 
 
 

 
 
 
 
October 7, 2013 
 
Federal Housing Finance Agency 
Multifamily Housing Policy 
400 7th Street, S.W., Room 9-261 
Washington, DC 20024 
 
Delivered electronically to multifamilypolicyissues@fhfa.gov  
 
RE:  Options for Reducing Fannie Mae and Freddie Mac’s Multifamily Business, Released by 

the Federal Housing Finance Agency for Public Input  
 
To Whom It May Concern:  
 
On behalf of the multifamily industry, the National Multi Housing Council and National Apartment 
Association (NMHC/NAA) appreciate the opportunity to respond to the Federal Housing Finance 
Agency’s (FHFA) August 9, 2013, request for input on strategies for further reducing Fannie 
Mae and Freddie Mac’s presence in the multifamily housing finance market in 2014. 
 
For more than 20 years, the National Multi Housing Council (NMHC) and the National Apart-
ment Association (NAA) have partnered in a joint legislative program to provide a single voice 
for America's apartment industry.  Our combined memberships are engaged in all aspects of the 
apartment industry, including ownership, development, management and finance.  NMHC rep-
resents the principal officers of the apartment industry’s largest and most prominent firms.  NAA 
is a federation of more than 170 state and local affiliates comprised of 63,000 multifamily hous-
ing companies representing 6.8 million apartment homes throughout the United States and 
Canada.   
 
While the apartment industry supports the return of a more robust private capital market, we be-
lieve that setting caps on the GSEs’ multifamily lending volume and reducing the diversity and 
availability of multifamily mortgage products could interfere with stabilizing market forces cur-
rently at work.  Fannie Mae and Freddie Mac served as an essential backstop during the eco-
nomic downturn, maintaining liquidity in the market when private capital retreated.    
 
As the economy has continued to recover, private capital has once again returned to the mar-
ket, helping reduce the GSEs’ share.  In fact, the Mortgage Bankers Association estimates that 
Fannie Mae and Freddie Mac provided just 43 percent of the new multifamily mortgages origi-
nated in 2012, down from 85 percent in 2009.  Their shares are estimated to fall as low as 30 
percent or less in 2013.  This drop reflects the fact that private capital sources have been, and 
will continue to be, the primary source of mortgage debt for the apartment industry.  Notably, the 
marketplace has not needed artificial regulatory constraints to make room for that private capi-
tal.  Market dynamics have accomplished it.  
 
FHFA’s latest announcement identifies a number of strategies with respect to the GSEs that the 
agency has under consideration, including restrictions on available loan terms, a reduction in 
loan products and limits on property financing and business activities.  NMHC/NAA are con-
cerned that the effects of implementing any of these strategies, individually or in combination, 
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could disrupt the apartment industry in both the near and long terms.  Mandated reductions in 
the GSEs’ footprint create unnecessary uncertainty and could negatively affect a stable source 
of financing for a wide range of apartment properties in markets nationwide, threatening the in-
dustry’s recovery at a time when rental demand continues to grow.  Furthermore, these pro-
posed strategies could reduce the GSEs’ ability to respond to changing market conditions, leav-
ing the apartment industry vulnerable in times when private capital sources are less active in the 
market.  Finally, the strategies FHFA is evaluating could circumvent legislative proposals that 
Congress is currently considering as part of housing finance reform efforts.   
 
Building, operating and maintaining our nation’s rental housing is a capital-intensive activity.  
The apartment industry relies on private and public capital, as well as short- and long-term debt, 
to fund the development, operation and necessary maintenance of, and reinvestment in, real 
estate.  This liquidity is critical to our industry’s ability to provide safe, decent and affordable 
housing to 17 million households.   
 
On a macro level, market experience leads us to conclude that artificially limiting the debt pro-
vided by Fannie Mae and Freddie Mac’s multifamily programs will harm apartment availability by 
limiting options and creating voids in select markets.  Although private capital is returning to the 
multifamily sector, it is not universally or equally available in all local markets.  As a result, it is 
critical for there to be a national debt source that features a full range of mortgage options. 
 
Furthermore, it is vital to note that Fannie Mae and Freddie Mac are not just capital sources.  
Because of the wide range of multifamily mortgage products they provide, they support and in-
fluence other debt providers by setting standards.  Artificially constraining the Enterprises will 
result in a meaningful loss in competition and innovation that have benefitted borrowers and 
renters alike. 
 
The apartment sector’s investor base has expanded as well.  Over the last 30 years, the indus-
try has evolved from a mostly local individual owner/operator business to a sector with a grow-
ing number of regional and national firms.  It now attracts high-net-worth private, corporate, 
pension and institutional investment fund capital, both within the United States and outside its 
borders.  Thousands of properties and millions of units are operated under a wide variety of 
ownership structures, serving the ever-expanding needs of renter populations in our nation’s 
towns, cities, suburban and rural areas.   
 
It is also critical to understand that dislocations in the multifamily debt capital market ultimately 
impact America’s renters by potentially restricting new supply at a time when demand for apart-
ments is growing rapidly. With 77 million Baby Boomers who may consider downsizing and 
nearly 80 million Echo Boomers who are beginning to enter the housing market, NMHC projects 
that up to seven million new renter households will form this decade.  Unfortunately, supply is 
already falling short of meeting this demand.  An estimated 300,000 to 400,000 units a year 
must be built to meet expected demand; yet just 158,000 apartments were delivered in 2012 – 
less than half of what is needed. 
 
In serving America’s workforce, the apartment industry relies on a variety of capital sources and 
loan products to meet the nation’s housing needs.  Unlike the single-family housing finance sys-
tem, each apartment loan must be customized and tailored.  This is just one of the many rea-
sons why the Enterprises serve a critical role in the multifamily sector.  Regulators should also 
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note that the availability of debt capital is not just essential for financing properties, but also for 
supporting the long-term operation of apartment communities. 
 
Given that housing for America’s families is at sta ke, NMHC/NAA request that FHFA, pri-
or to advancing any proposals to limit the GSEs’ mu ltifamily activities, first assess the 
impact of such actions relative to the availability  of sufficient multifamily capital in all 
markets nationwide.  Until such analysis demonstrat es that FHFA’s proposed actions will 
not impact the availability of multifamily housing now and in the future, these actions 
should be tabled.  Put simply, the risk is too grea t, especially at the present time when 
government policy has a significant influence on th e financial and debt markets.  Finally, 
it must be noted that Congress is currently examini ng housing finance reform legislation, 
and these efforts should be allowed to play out.   
 
General Observations 
 
First and foremost, we strongly urge FHFA to adopt the position of “do no harm.”  Placing addi-
tional restrictions on the Enterprises’ multifamily lending activities will harm the debt markets 
serving the multifamily industry.  We also believe the actions are simply unwarranted. 
 
Before addressing the specific options FHFA outlined in its notice to reduce the Enterprises’ 
multifamily mortgage footprint, we would first like to offer the following observations challenging 
the need for such action. 
 

1. Enterprise Debt Complements Other Capital 
 
The evidence does not support the claim that the Enterprises’ multifamily mortgage ac-
tivities are crowding out the private market.  Instead, their activities have historically 
ebbed and flowed based on market conditions.  As the chart below indicates, except for 
the first part of the last decade, the multifamily mortgage capital backed by the Enter-
prises totaled less than the private capital serving the marketplace.  When the markets 
expanded significantly in the early to middle part of the last decade, the Enterprises’ 
share decreased significantly.  The data also highlight that the Enterprises quickly re-
sponded to market conditions.  When private capital became constrained, the Enterpris-
es’ share increased.  This response is most evident during the recent recession.  The 
Enterprises stepped in to serve a market for which private capital was significantly con-
strained.  Once capital markets began to thaw, however, the Enterprises’ share of multi-
family mortgage capital began to decline.  
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Estimating the multifamily mortgage origination market is difficult, as complete data re-
flecting each source of capital does not exist.  Furthermore, the available data is often an 
estimate that is the result of multiple assumptions.  In 2012, the Mortgage Bankers As-
sociation (MBA) estimated the multifamily mortgage origination market, as measured by 
total debt closed, to be $143 billion.1  MBA forecasts that the 2013 multifamily mortgage 
origination market will grow by 30 percent to $187 billion.2  In 2012, the Enterprises’ 
share of this market was 45 percent and should fall to 31 percent in 2013 given the cap 
on multifamily business put in place by FHFA earlier this year.  Had the Enterprises’ debt 
increased year-over-year by 10 percent, to $70 billion, in 2013, without an artificial cap, 
we estimate their market share would have declined by 8 percent to 37 percent of overall 
multifamily mortgage originations.   
 

2. FHFA Caps on Multifamily Activities Are Unwarran ted and Threaten to Harm Tax-
payers Instead of Protecting Them   
 
In a meeting with NMHC officers and staff on September 18, 2013, FHFA Acting Director 
Edward DeMarco said that plans to place limits on the Enterprises’ multifamily mortgage 
activities are designed to protect Fannie Mae and Freddie Mac and insulate taxpayers 
against further losses.  Although NMHC/NAA certainly support strong credit standards, 
FHFA’s broad actions relative to the size of the Enterprises’ multifamily businesses are 
unwarranted and unnecessary to further these objectives: 
 
• The Enterprises’ multifamily activities, not including lost benefits attributable to the 

Low-Income Housing Tax Credit, have been revenue positive and captured capital 
well in excess of needs to protect the taxpayer against losses.  Fannie Mae reports 
that in 2012 its multifamily programs generated net income of $1.5 billion whereas 
Freddie Mac’s segment earnings from multifamily programs registered $2.1 billion for 
that year.3   

                                                        
1 Mortgage Bankers Association, 2012 C/MF Annual Origination Volume Summation, February 2013. 
2 Mortgage Bankers Association, Q1 2013 Commercial/Multifamily Mortgage Bankers Originations, April 30, 2013. 
3 Form 10-K, Annual Report Pursuant to Section 13 of 15(d) of the Securities Exchange Act of 1934 for the Fiscal Year Ended December 
31, 2012, Federal National Mortgage Association, pg. 94.   Form 10-K, Annual Report Pursuant to Section 13 of 15(d) of the Securities 
Exchange Act of 1934 for the Fiscal Year Ended December 31, 2012, Federal Home Loan Mortgage Corporation, pg. 108. 
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• During the housing crisis, the Enterprises’ multifamily risk-based capital and earnings 
actually subsidized losses in the single-family mortgage sector.  NMHC/NAA strongly 
advocate the Enterprises’ multifamily risk-based capital be separately maintained 
and reflected on balance sheets.  

 
• Imposing further restrictions on the Enterprises’ multifamily mortgage activities effec-

tively denies the government the ability to recoup borrowed capital that would other-
wise be generated from the strong performance of the multifamily business.  As not-
ed above, the Enterprises’ multifamily mortgage activities are currently generating a 
substantial positive return to taxpayers. 

 
• The Enterprises’ multifamily portfolios are already shrinking as activities have moved 

from a balance-sheet-dominated execution to a securitization-based execution.  This 
shifts risk to private capital and away from the Enterprises. 

 
3. The Enterprises’ Multifamily Performance Does No t Justify Scaling Back Their Ac-

tivities  
 
There are no credit risk reasons to justify federal intervention in the Enterprises’ multi-
family programs at this time.  Compared to other sources of multifamily capital, the En-
terprises have the strongest performance record. As a result of their already solid un-
derwriting standards, multifamily mortgage credit remains the best in the industry and 
continues to improve.  Based on these facts, placing limitations on the Enterprises’ multi-
family mortgage activities is unwarranted from a risk-based capital or credit risk perspec-
tive.   
 
According to MBA data released for the second quarter of 2013, Fannie Mae’s multifami-
ly serious delinquency rate (60+ days) is 0.28 percent, and Freddie Mac’s multifamily se-
rious delinquency rate (60+ days) is 0.09 percent.4  By comparison, commercial banks, 
community banks and thrift institutions have a serious delinquency/default rate (90+ 
days) of 2.16 percent, a substantially higher rate.  Furthermore, these entities all benefit 
from deposit insurance that allows them to assume risk on investments including com-
mercial and multifamily real estate lending.  Commercial mortgage-backed securities 
(CMBS) have the highest serious multifamily mortgage delinquency rate among all 
sources (30+ days) at 7.81 percent.  Finally, it must be noted that although life insurance 
companies reported a 0.08 percent delinquency rate, they limit their exposure to the 
highest-quality properties located in core urban markets.  Accordingly, their risk profile 
cannot be accurately compared to other sources of debt capital.  (See Appendix III for 
historical delinquency data) 
 

4. Enterprises’ Multifamily Programs Ensure All Mar kets Are Served At All Times 
 

The apartment sector has historically relied on a wide range of capital sources in addi-
tion to the GSEs.  They include commercial banks, life insurance companies, CMBS and 
the Federal Housing Administration’s (FHA) multifamily programs.  That said, each of 
these has its own focus, strengths and limitations.  Moreover, even during healthy eco-
nomic times, the private-market sources on a collective basis simply have been unwilling 

                                                        
4 Mortgage Bankers Association, Commercial/Multifamily Delinquency Rates Decline in Q2, September 4, 2013. 
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or unable to meet all of the rental housing industry’s capital needs.  Please see Appen-
dix I for a complete overview of multifamily mortgage financing sources. 
 
Banks are limited by capital requirements and have rarely been a source of long-term fi-
nancing.  Life insurance companies have typically comprised less than 10 percent of the 
market, lend primarily to newer, high-end properties and enter and exit the multifamily 
market based on their investment needs and economic conditions.  FHA has insufficient 
capacity.  The private-label CMBS market will be an important capital source, but be-
cause of the stricter regulatory environment post-financial crisis, it is unlikely to return to 
the volume it reached pre-crisis.  
 
The apartment industry is encouraged by the thawing in the private capital markets but is 
unconvinced by the claims of some private capital providers that they can fully replace 
the liquidity offered by the GSEs.  Already in this recovery, we are seeing the historical 
pattern of uneven access to capital repeat itself.  The new private capital coming into the 
apartment sector is concentrating in a handful of cities and on trophy assets. 
 
Apartment firms providing critical housing in secondary and tertiary markets and rural 
areas are not benefiting from the resurgence in private capital.  Even in the larger mar-
kets, firms providing workforce housing find themselves equally shut out.  The Enterpris-
es are a truly national source of multifamily mortgage debt.  In that regard they maintain 
a flow of liquidity at the local, regional and national markets to complement private multi-
family mortgage capital availability not control it.   
 
Finally, the Enterprises, unlike many other commercial real estate debt sources, help fi-
nance subsidized rental housing, including Low-Income Housing Tax Credit and Section 
8 Project-Based rental properties, as well as senior and assisted living housing.   

 
Response to Specific FHFA Questions 
 
Overall, NMHC/NAA are extremely concerned by FHFA’s efforts to further reduce Fannie Mae 
and Freddie Mac’s multifamily businesses.  As indicated in the FHFA’s August 9 Notice, the 
agency has already instituted a 10 percent volume reduction in 2013 through a combination of 
increased pricing, more limited product offerings and stronger underwriting standards.  Taking 
additional actions as proposed could disrupt the market and impact the apartment industry’s 
ability to meet America’s housing needs.  Absent evidence of increased credit risk, there is 
much to lose and nothing to gain.   
 
We offer the following comments relative to the strategies FHFA has identified to further con-
tract the Enterprises’ multifamily businesses.  
 
I. Loan Terms 
 

FHFA has asked whether shorter-term mortgages, under 10 years, should  be eliminated.  It 
is vital that the Enterprises maintain their ability to offer financing with loan terms from five to 
30 years.  While it is true that the Enterprises have made fewer of these in 2012, it is flawed 
logic to assume that they are no longer necessary.  Historically, the Enterprises offered 
short-term debt products as a hedge against higher long-term rates.   
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In higher interest rate environments, short-term mortgages benefit borrowers who need low-
er rates to produce the cash flow necessary for operations and debt service.  Fannie Mae 
began to offer a seven-year term in the mid-to-late 1980s because of the interest rate envi-
ronment at the time.  Demand for short-term mortgages in the mid-to-late 1980s and early 
1990s was driven by the fact that interest rates for mortgage loans with terms of 10 or more 
years exceeded 10 percent. When Freddie Mac re-entered the market in 1992, it offered a 
five-year term to assist borrowers to re-balance high-interest rate debt in their portfolios and 
to incentivize the refinancing of poor-performing loans.   
 
In other words, the Enterprises’ share of short-term mortgage debt is a function of the yield 
curve; recent reductions are due to limited demand during this time of historically low inter-
est rates.  Moreover, the banks have become very active through aggressive pricing and 
terms, but this is a result of competition among financial institutions not competition between 
financial institutions and the Enterprises or life insurance companies.  The Enterprises’ influ-
ence on short-term lending in this market environment is minimal. 
 
We offer the following additional observations regarding the pernicious effects and unin-
tended consequences that could result from artificially constraining available multifamily 
mortgage loan terms: 
 
• Secondary and Smaller Markets Disadvantaged 

If FHFA chooses to eliminate the Enterprises’ ability to offer five- and seven-year loans, 
it will disadvantage apartment owners in smaller and secondary markets where com-
mercial banks are not as active. Even if they were willing, many local community and 
commercial banks simply lack the lending capacity to fully serve this market.  FHFA 
must not overlook the fact that the Enterprises provide added liquidity in these communi-
ties, which benefits the residents of affordable rental housing.   

 
• Loans to Smaller Rental Properties Threatened 

Owners of smaller properties, for a variety of reasons, often seek shorter-term loans.  If 
FHFA chooses to eliminate five- and seven-year loans, it weakens the apartment indus-
try’s ability to serve the needs of smaller rental properties.  Expanding liquidity to small 
multifamily properties is a long-established policy goal of the Enterprises. 

 
• Greater Regulatory Role for FHFA Necessary to Imple ment Proposal 

Eliminating short-term financing options will force greater regulatory oversight because 
FHFA will need to monitor short-term debt markets and local bank lending activities, as 
well as forecast interest rates, to manage credit risk.  This may not seem like a high-risk 
position for FHFA, but this requires active management of the Enterprises’ loan activities 
and close observation of a market that has limits on transparency.  

 
NMHC/NAA recommend that prior to taking any action to restrict loan terms, FHFA first un-
dertake a comprehensive assessment of the likely impact of the proposal.  It should produce 
a study of short-term bank, insurance company and Enterprise multifamily mortgage lending 
and then consider how eliminating certain Enterprise loans would impact the availability and 
liquidity of multifamily mortgage capital.    
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II. Variety of Loan Products 
 

NMHC/NAA are extremely concerned about the prospect of limiting the variety of loan prod-
ucts that Fannie Mae and Freddie Mac currently offer to multifamily borrowers.  The notion 
that limits should be placed on loan products implies FHFA does not understand the com-
mercial and multifamily mortgage market and the Enterprises’ role in the financing of multi-
family properties.  We offer the following in response to this strategy: 
 
• Market Liquidity 

FHFA implies that the variety of products and financing options that the Enterprises cur-
rently offer represent a liability to the debt markets.  In contrast, NMHC/NAA strongly be-
lieve that this range of products and financing options is critical to maintaining liquidity in 
all markets at all times.  The Enterprises do not engage in credit lending such as single-
family, residential mortgage lending.  Rather, they lend to businesses that are collateral-
ized by real estate and receive cash flow from rents.  While loans may be customized to 
meet borrower needs, the underwriting, due diligence and legal structure are the same 
for every borrower.  As stated earlier, the Enterprises fill gaps and voids; they offer com-
petition and backstop markets and debt sources.  Without their range of products, liquidi-
ty in the apartment sector would not be as strong, financing costs would be higher, real 
estate values would be lower and rents would be higher. 

 
• Standardization 

Although the Enterprises may offer a wide variety of loan products, they have also been 
market leaders when it comes to managing those products and establishing standards to 
make multifamily mortgage markets extraordinarily efficient.  The Enterprises have cre-
ated uniform mortgage instruments in all 50 states and established a network of origina-
tors and servicers that have a strong alignment of interest and understanding of the 
marketplace.  The Enterprises’ lender agreements and requirements (i.e., Freddie Mac 
Multifamily Seller/Servicer Guide and Fannie Mae Multifamily Delegated Underwriting 
and Servicing Guide) have led the market and set standards for a variety of lenders.  In 
fact, FHA relied on the Enterprises when it updated its loan closing legal documents in 
2011.  

 
The Enterprises have also been a market leader when it comes to addressing invest-
ments necessary to preserve and improve properties and prevent further declines in 
rental income.  They have created the standards used by most lenders regarding man-
aging property and environmental risks such as including asbestos, lead-based paint, 
earthquakes and floods. 

 
• One-Size-Fits-All Approach Dangerous 

Underwriting market risk factors requires a range of mortgage products, especially in 
concentrated markets (e.g., factory, military and workforce) and properties serving mar-
ket niches (e.g., college and university rental housing and seniors and assisted living 
communities).  Limiting mortgage products may benefit some lenders to the multifamily 
industry, but FHFA must consider the impact of such action on the rental-housing pro-
vider and, most importantly, the rental household.   

 
Critically, FHFA is likely to find itself in an adverse selection position should it choose to 
limit products and product flexibility.  FHA has a single-size product.  As such, FHA has 
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limited ways to manage credit risk.  It tends to cater to less-experienced and higher-
leveraged owners.  By limiting product offerings, FHFA could well be increasing risk in 
the Enterprises’ guaranteed portfolios.   

 
NMHC/NAA caution FHFA against limiting product offerings and instead encourage the 
agency to maintain its oversight of credit risk and capital requirements.  The Enterprises 
have demonstrated exceptional credit discipline while meeting the needs of a nationwide 
multifamily market.  They engage private capital through investors and guarantors, and they 
are effective and efficient in their loan application processing.  Furthermore, they have been 
steady and steadfast in their support for apartment providers.  Banks, thrifts, life companies, 
pension funds, Wall Street conduits and mortgage companies serve the interests of a $15 
trillion commercial real estate market, of which the multifamily segment represents a small 
piece.  To assume that these debt providers will replace products the Enterprises are pro-
hibited from offering is imprudent and could have disastrous consequences to the market-
place and America’s renters.   
 

III. Limits on Property Financing 
 
NMHC/NAA have concerns that FHFA’s proposal to change what properties are eligible for 
Enterprise financing would have serious unintended consequences detailed below.  Fur-
thermore, given that Congress is currently debating housing finance reform and specifically 
examining this issue, future action should be left to elected policymakers.  Accordingly, we 
urge a stay of any such action at this time. 
 
Specifically, NMHC/NAA take exception with the following points outlined in FHFA’s August 
2013 Notice. 
 
• “The properties with the highest market rents are a ffordable only to upper income 

households and these loans often have high balances  on a per-unit basis.” 
 
This statement does not take into consideration many essential factors.  Many prop-
erties that are considered “luxury” or “high-rent” built in the past 10 to 20 years are 
likely to include units for more moderate-income households and are part of the fab-
ric of rental housing in a community.  Additionally, FHFA fails to define “upper-
income” household.  Is that a household above the area median income?  Is it a 
household in a rent-controlled and confined rental market?   
 

• “In the past, statutory per unit limits constrained  the Enterprises from providing 
high balance loans to multifamily properties.”  

 
This claim appears to be misleading.  In the mid-1990s, Congress eliminated statuto-
ry per-unit limits.  Lawmakers viewed per-unit limits as irrelevant due to the fact that 
there was limited new construction taking place and financing needs were much low-
er.  As the economy grew and the demand for rental housing increased in the later 
part of the decade (1995-1999) and throughout the first part of the new century 
(2000-2010), land, entitlement, construction labor and material costs increased.  
High-end properties are not the only ones with significant per-unit loan costs.  It is al-
so very expensive to reinvest and reposition older rental properties, most of which 
serve the workforce housing market.  The cost to construct affordable rental housing 
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in core markets can be $300,000 to $450,000 per unit – the same cost for “luxury” 
rental properties.    

 
• “More recently, participation in this segment of th e multifamily market has con-

tributed to a substantial increase in the average s ize of Fannie Mae and Freddie 
Mac multifamily loans.”  

 
This statement falsely presumes a linkage between loan size and credit risk.  While 
NMHC/NAA certainly agree that loan exposure should be assessed and that larger 
loans can create greater liabilities in the aggregate, there is not a direct relationship 
between credit risk and loan size.  In fact, in many cases, the opposite is at play.  
Larger loans are most likely to be made in top locations where rental demand is the 
strongest.  Furthermore, developers receiving such loans are likely to be experi-
enced operators who often carry less leverage, thereby placing more equity at risk 
than other borrowers. As such, the large loan does not present a high credit risk pro-
file.  For these reasons, large loans, in some cases, are a hedge against more risky, 
but smaller loans.  
 

FHFA has the responsibility of balancing credit risk and affordable housing goals.  In estab-
lishing the Enterprises’ multifamily affordable housing goals for 2015 and beyond, FHFA 
must consider the multifamily guaranteed portfolio’s health and quality.  Placing limits on 
property financing is likely to weaken the credit quality of the guaranteed multifamily mort-
gage portfolio.  The resulting increase in credit risk will reduce the Enterprises’ ability to be 
active debt providers to targeted, higher-leverage affordable properties, paradoxically limit-
ing FHFA’s capacity to set goals to achieve greater affordable housing lending. 

 
NMHC/NAA consider per-unit mortgage limits to be arbitrary and believe they will create 
more problems than they solve.  Such limits constrain the availability of debt to finance re-
habilitation and future investments in key components through replacement reserves.  Nota-
bly, in 2009, when FHA sought to accommodate the apartment industry’s refinancing needs, 
it implemented artificial adjustments to the per-unit mortgage calculation by eliminating the 
land value from the formula specifically to allow higher mortgage amounts to be financed.  
This formula remains in use today, and performance has not suffered.  Furthermore, FHA 
uses adjustments for costs not attributable to the loan to finalize the per-unit mortgage cal-
culation (NMHC/NAA offer the HUD 92264-A form as Appendix II to illustrate the calcula-
tion).  If FHFA were to implement a per-unit mortgage limit with regard to Fannie Mae and 
Freddie Mac loans, it would face similar calculation issues and would likely have to develop 
a convoluted formula similar to the one FHA employs.  Moreover, FHFA would have to un-
dertake careful auditing to ensure proper implementation.   

 
NMHC/NAA, in response to Questions 3 (a), (b) and (c), emphatically oppose setting per-
unit mortgage loan limits or limits on transactions.  We support the current process of evalu-
ating the Enterprises’ lending activities on a portfolio basis.  Finally, we once again advise 
FHFA to allow Congress to set policy on this issue as part of its efforts to reform housing fi-
nance.   
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IV. Limits on Business Activities  
 
FHFA’s options regarding placing limits on the Enterprises’ business activities are best ana-
lyzed through the prism of reducing credit risk.  Rather than asking whether certain business 
activities should be restricted on the grounds that alternative sources of capital could take 
their place, a premise we challenge, FHFA’s role as a regulator is to instead ask whether 
these business activities generate undue risk to the taxpayer.  The answer is no.   
 
The Enterprises have great capacity to add liquidity to the marketplace and assist private 
capital sources through structured transactions.  They also have a significant impact on the 
preservation of existing rental housing through pool-based transactions that allow cross col-
lateralized and substitution transactions at the portfolio level.  It takes the experience and 
sophistication that has been developed over the past 23 years to provide this level of exper-
tise to support the apartment sector.  
 
NMHC/NAA strongly support the migration of the Enterprises’ multifamily activities from their 
balance sheets to a securitized portfolio.  The insertion of private capital through subordi-
nated bonds is vital to protect taxpayers.  That said, NMHC/NAA also favor enabling the En-
terprises to retain a small portion of mortgage investments to facilitate mortgage aggregation 
for securitization and support unique transactions that may represent prudent mortgage pur-
chases but have added credit risk.   
 
Finally, while securitization makes sense as a general principal, multifamily mortgage securi-
ties, be they single-loan or pooled securities, single-class or multiple-class with subordinated 
investors, can make it more difficult to manage mortgage risk.  Securitized loans cannot be 
amended or modified without express permission from the bond investors.  Therefore, work-
ing out issues prior to mortgage default becomes impossible when a property financed by a 
securitized loan faces difficulties.  For this reason, the Enterprises should have the ability to 
hold in their mortgage investment portfolio a small number of loans that may ultimately need 
to be modified over the course of the mortgage term.  

 
Conclusion 
 
We appreciate that FHFA has provided stakeholders with an opportunity to comment on the 
strategies the agency is considering.  We look forward to working with FHFA to reduce the En-
terprises’ already low risk exposure and encourage the increased participation of private capital 
in multifamily housing finance.  However, given the fact that private debt capital providers are 
already significantly increasing their role in multifamily finance, and the Enterprises’ market 
share is already decreasing, it hardly seems appropriate to impose arbitrary and artificial limita-
tions that could disrupt the positive market forces currently at work.  The multifamily Enterprises 
operated exactly as designed.  The GSEs backstopped the market when private capital was un-
available during the great recession, and their market share today is significantly lower during 
this time of abundant multifamily mortgage debt.    
 
On behalf of the providers of rental housing, NMHC/NAA respectfully request that FHFA not im-
pose further constraints on the Enterprises’ mortgage activities.  Our members who own and 
operate multifamily rental properties, with and without loans financed by Enterprise debt, are 
appropriately concerned by the options currently under consideration.  They will have serious 
consequences for all borrowers, not just GSE borrowers.  Clearly, the apartment industry stands 
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behind any effort to ensure liquid debt markets, seeks additional private debt capital participa-
tion in the market and awaits the return of the CMBS market.  However, placing additional caps 
on the GSEs’ multifamily lending volume and reducing the diversity and availability of multifamily 
mortgage products, particularly while Congress is in the midst of deliberating on the future of the 
housing finance system, will only lead to market uncertainty and instability.  For this reason, we 
cannot support any further actions to restrict liquidity to our industry and to the residents we 
serve.  
 
Any questions on our comments can be directed to David Cardwell, NMHC Vice President of 
Capital Markets, at 202/974-2336 or dcardwell@nmhc.org. 
 
Sincerely, 
 

                       
Douglas M. Bibby      Douglas S. Culkin, CAE 
President      President  
National Multi Housing Council    National Apartment Association 
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CAPITAL FLOWS TO THE MULTIFAMILY INDUSTRY 

Historically, the apartment industry has relied on a variety of capital sources, each with its own 
focus, strengths and limitations, to meet its liquidity needs.  They include:  
• Fannie Mae and Freddie Mac 
• Commercial Banks 
• Life Insurance Companies 
• Federal Housing Administration  
• Commercial Mortgage-Backed Securities (CMBS)/Conduits 

Together, these capital sources have provided the apartment sector with $100 billion to $150 
billion annually, reaching as high as $225 billion last decade, to develop, refinance, purchase, 
renovate and preserve apartment properties. 

 

Fannie Mae/Freddie Mac: A Critical Liquidity Backst op in All Markets and All Economic 
Cycles 

• The Government Sponsored Enterprises (GSEs) Fannie Mae and Freddie Mac have 
served as the cornerstone of the multifamily housing finance system in the modern era, 
successfully attracting private capital to the sector.  Unlike any other single source of 
capital, they offer long-term debt for the entire range of apartment properties (market-
rate workforce housing and subsidized properties, large properties, small properties, 
etc.), and they are active in all markets (primary, secondary and tertiary).   
 

• As the chart below shows, the GSEs’ multifamily programs has served as a backstop to 
the sector, increasing at times of market dislocation when other capital sources leave, 
and retreating as private capital returned to the market.  This was seen most recently 
during the 2008 financial crisis, when all private capital left the market.  As a result of 
that crisis-driven expansion, they currently hold 35 percent of the outstanding multifamily 
mortgage debt.  Between 1990 and 2010, they accounted for 42 percent ($241.3 billion) 
of the net increase in mortgage debt. 
   

 
              Source: Federal Reserve, Natl. Bureau of Economic Research; NMHC  
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Commercial Banks: Short-term Financing for Smaller,  Local Borrowers 

• Commercial banks and thrifts generally serve as a source of credit for smaller, local bor-
rowers. They typically provide floating rate, short-term debt, and often their willingness to 
extend this credit is based on the availability of permanent take-out financing offered by 
the GSEs.   
 

• They currently hold 30 percent of outstanding multifamily mortgage debt. Between 1990 
and 2010, they provided 23 percent ($131.0 billion) of the total net increase in mortgage 
debt.  They have provided limited amounts of capital to the industry since the financial 
crisis and are unlikely to return to their pre-crisis levels because of higher risk-based 
capital requirements and new FASB accounting standards which impose meaningful lim-
its on the ability of banks to provide capital to commercial real estate. 
 

Life Insurance Companies: Target High-Quality Prope rties, Capital Allocations Change 
with the Market 

• Life insurance companies tend to restrict their lending to a handful of primary markets 
and to high-quality, newer construction apartment properties.  They do not generally fi-
nance affordable apartments, and their loan terms typically do not extend beyond 10 
years.  Importantly, they enter and exit the multifamily market based on their investment 
needs and economic conditions.  On average, they have generally provided 10 percent 
or less of the annual capital needed by the multifamily industry, but that number has 
gone as low as 3 percent.   
 

• They currently hold just 6 percent of outstanding multifamily mortgage debt.  Between 
1990 and 2010, they accounted for just 3 percent ($18.3 billion) of the net increase in 
multifamily mortgage debt.   
 

FHA: Reliable Capital Source but Limited Mortgage P roducts and Capacity Issues 
 
• FHA offers high-leverage, long-term mortgages with 35-year terms and 80 percent to 83 

percent loan-to-value ratio. The capital they provide largely targets construction lending. 
 

• After the 2008 financial collapse, they became a vital source of construction capital for 
apartments, and now FHA/Ginnie Mae currently hold 9 percent of outstanding multifami-
ly mortgage debt. Between 1990 and 2010, they accounted for 7.0 percent ($40.1 billion) 
of the total net increase in mortgage debt.  
 

• Capacity issues, long processing times and statutory loan limit requirements prevent 
FHA from serving a larger share of the multifamily market. They are also in the process 
of implementing more stringent underwriting and loan documents to reduce, not expand, 
the number of loans they will fund. 
 

CMBS/Conduits: Volatile Capital Source 

• The CMBS market did not become a material source of capital to the apartment industry 
until the mid-1990s, peaking at 16.5 percent of the market ($17.6 billion a year) in the 
housing bubble years of 2005-2007. 
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• The CMBS market completely shut down after the 2008 crisis.  While it shows some 
signs of rebounding, regulatory changes imposed by financial regulatory reform legisla-
tion will mean that it will not return to its pre-bubble levels of lending. 

 
• The CMBS market now holds 8 percent of the outstanding multifamily mortgage debt, 

although many of these loans have been referred to special servicers because of the 
aggressive underwriting and higher leverage employed during the housing boom.  Their 
serious delinquency rate stood as high as 17.4 percent in 2011, but has since fallen to 
7.81 percent.  In contrast, the GSEs’ delinquency rate is less than 1 percent.   

 
Covered Bonds: Not Viable as a Significant Multifam ily Capital Provider 

• Covered bonds have been used in Europe to support the residential mortgage market; 
however, there is no viable covered bond market in the U.S. at this time.  While they 
may be an additional source of capital for the apartment sector, they are not a viable re-
placement for existing capital sources. Not only have they not demonstrated extensive 
capacity to serve commercial/multifamily real estate markets, they present limitations to 
issuers since the issuer must hold risk-based capital against potential losses as the 
loans are held on the balance sheet. 
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Fannie Mae Asset Quality 1971-2012 
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Freddie Mac Asset Quality 1974-2012  

 

 
 
 


