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T

he housing finance system is critical to credit
unions and their members. Fannie Mae and
Freddie Mac (government-sponsored enterprises,
or GSEs) enable credit unions to obtain liquidity—beyond
their balance sheets—to originate new mortgages for
their members. And they provide this liquidity with
unique features that benefit credit unions.
For instance, GSEs buy on a loan-by-loan basis
while allowing sellers to retain the right to service
after the sale, and they do not consider a seller’s volume
in determining pricing.
Credit unions need to be aware of the fast-moving
discussions unfolding in Washington, D.C., on the topic; some
proposals may place smaller lenders, like credit unions, at a
distinct disadvantage.
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GSE BACKGROUND
The GSEs operated for decades as private companies, and have always operated under a congressional charter to
provide a liquid secondary market for
common types of home loans. They do
this primarily by providing a guarantee of the timely payment of interest
and principal to investors in mortgage-backed securities (MBS)
comprised of loans they purchase
from lenders.
The guarantee supports the
deep, liquid global market for
U.S. MBS, and benefits homeowners through lower mortgage
rates and the availability of popular mortgage products, such as
the 30-year fixed-rate loan.
The GSEs failed financially
during the housing crisis of
2008—partly due to relaxed
credit standards, partly due
to large investments in
subprime mortgage assets. To that point in time,
the GSEs’ guarantee was
viewed by MBS investors
to be an implicit assurance
of the U.S. government. Ultimately, this view was proven
correct.
When the GSEs failed in 2008, they
were placed into conservatorship and
the federal government made their
guarantees to MBS investors explicit. Whether or not the government
should provide such guarantees is one
of the two main issues in the current
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