
Summary:
                     HUD’s PROPOSED HOUSING GOAL RULE - 2004

I.  HUD’s Proposed Rule – Overview

· The Department of Housing and Urban Development has developed a Proposed Rule establishing new housing goal levels for Fannie Mae and Freddie Mac (collectively the Government Sponsored Enterprises or GSEs) for calendar years 2005- 2008.  

· The proposed rule was sent to the Chairs and Ranking members of the Senate Committee on Banking, Housing and Urban Affairs and the House Committee on Financial Services on April 5 for a 15-day review prior to its publication in the Federal Register.  Following a 60-day public comment period and consideration of comments received, HUD will publish a Final Rule.

· The new goals are proposed in accordance with the Federal Housing Enterprises Financial Safety and Soundness Act of 1992 (FHEFSSA) which requires that HUD set annual goals financing low-and moderate-income housing (the Low- and Moderate-Income Goal), special affordable housing (the Special Affordable Housing Goal), and housing located in central cities, rural areas and other underserved areas (the Underserved Areas Goal).  FHEFSSA also specifies factors that HUD must take into consideration in establishing the goals.

· HUD’s proposed regulation will:

· Increase Fannie Mae’s and Freddie Mac’s housing goals in stages over a four-year period beginning in January 2005 and extending through December 31, 2008;

· Establish new Home Purchase Mortgage Subgoals under each housing goal during this period;

· Increase the level of the Special Affordable Multifamily Subgoal;

· Incorporate new provisions to strengthen the integrity of data that the GSEs provide to HUD on their mortgage purchases under the goals.

II.  Goal Definitions

· The three housing goals are:

Low-and Moderate Income Goal:  Targets families earning an income less than or equal to area median income (AMI);

Underserved Areas Goal:  Targets housing located in low income and high minority census tracts;

Special Affordable Housing Goal:  Targets very low-income families (<=60% AMI) and low-income families living in low-income areas (<=80% AMI). There is also a special affordable multifamily subgoal that is targeted to special affordable multifamily rental housing, specified as a dollar volume of mortgage purchases for each GSE. 

· Housing goals are measured as a percentage of a GSE’s business; that is, the number of units financed by a GSE during the year that qualify for a goal as a share of the total number of housing units financed.

III.  The New Housing Goals
· HUD’s proposed new housing goals increase in stages beginning in 2005 and continuing through 2008.  The following table summarizes these changes:
	Housing Goal
	Current Goal Levels 2001-04
	Proposed Housing Goals Levels 

    2005             2006           2007             2008
	HUD’s Estimate of Market Share

	Low- and Moderate- Income 
	50%
	52%
	53%
	55%
	57%
	57%

	Underserved Areas


	31%
	38%
	39%
	39%
	40%
	40%

	Special Affordable Housing
	20%
	22%
	24%
	26%
	28%
	28%


· By 2008 the goals will match HUD’s calculation of market share for 1999-2002 and will be at the high end of HUD’s estimated market share range for 2005-2008. 

· HUD’s proposed increase from 31% to 38% for the Underserved Areas Goal is based on 2000 Census data which includes more underserved tracts than the 1990 Census data upon which the current goal level was based.  Therefore, a 36% goal level for 2005 would be equivalent to the 31% goal level in 2001-04. 

· The Department is also proposing to change the basis for defining underserved areas outside of Metropolitan Areas from counties to census tracts, to improve the precision of geographical targeting to areas where housing needs are the greatest.  The basis of definition within Metropolitan Areas is already at the census tract level. 

IV.   New Home Purchase Subgoals

· HUD is proposing to establish new Home Purchase Mortgage Subgoals for 2005-08.

· The Home Purchase Subgoal categories would be the same as those for the overall goals.  Subgoal levels will increase incrementally over the period, as shown in the table below. 

· The subgoals would be based on the GSEs’ purchases of home purchase mortgages on properties located within metropolitan areas.  The proposed rule defines “home purchase mortgage” as a residential mortgage for the purchase of an owner-occupied single-family property.
· There is no requirement for total home purchase business.  Whatever number of home purchase loans the GSEs buy, a certain percentage as described in the table must be in each goal category. 

· For example, 45% of all single-family, owner-occupied home purchase mortgages bought in metropolitan areas by each GSE in 2005 would have to be for low-and moderate-income families.

· Proposed new subgoals are as follows:

	Home Purchase Subgoal
	Current   Subgoal Levels 

      2001-2004
	Proposed Subgoal Levels

     2005         2006             2007             2008

	Low- and Moderate-Income 
	NONE
	45%
	46%
	47%
	47%

	Underserved Areas
	NONE
	33%
	34%
	35%
	35%

	Special Affordable Housing
	NONE
	17%
	18%
	19%
	19%


· The GSEs should lead the market in home purchase loans, but they do not.  Numerous studies by HUD and other researchers have shown that the GSEs have lagged the home purchase mortgage market in funding affordable loans in recent years.  However, the GSEs should be able to play a true leadership role in this market.

· HUD’s Home Purchase Subgoal will support President Bush’s initiative to create 5.5 million new minority homeowners by the year 2010.
· In establishing the Home Purchase Subgoals, HUD determined that there are ample opportunities for the GSEs to improve their performance in the home purchase market:

· The affordable lending market has shown an underlying strength over the past few years that is likely to continue.  For example, since 1999, 44.2 percent of the home purchase market met HUD’s definition for low-and moderate-income.

· Data show that over half of the newly-originated loans that qualify for the housing goals are not purchased by the GSEs.  

V.    Special Affordable Multifamily Subgoal

· HUD is proposing that the level of the Special Affordable Multifamily Subgoal for mortgage purchases financing dwelling units in multifamily housing for calendar years 2005-2008 will be 1.0 percent of the GSEs’ average annual dollar volume mortgage purchases in the calendar years 2000, 2001, and 2002.  Under the current rule the subgoal is based upon the average for the years 1997, 1998, and 1999.

	GSE
	Current Subgoal Levels  2001-2004
	Proposed Subgoal Level

2005-2008

	Fannie Mae 
	$2.85 billion
	$5.49 billion

	Freddie Mac
	$2.11 billion
	$3.92 billion


· In every year since 1997, Fannie Mae’s purchases of multifamily mortgages have been at least twice its minimum subgoal.  

· In every year since 1998, Freddie Mac’s purchases have been at least twice its minimum subgoal.

· The proposed subgoals would be less than actual special affordable multifamily mortgage purchase volume in 2001 and 2002 for both GSEs.

VI.  HUD’s determinations in setting the new goals and subgoals

In establishing higher goals and new home purchase subgoals, HUD performed extensive analyses of the market and affordable housing.   Following are some key observations:

· A record 67.9 percent national homeownership rate for 2002 did not prevail for African-American households (47.9 percent) and Hispanics (48.2 percent), and these gaps are only partly explained by differences in income, age, and other socioeconomic factors.

· Changing population demographics will create a need for the primary and secondary mortgage markets to meet nontraditional credit needs, respond to diverse housing preferences and overcome information and other barriers that many immigrants and minorities face.  It is projected that there will be 1.2 million new households each year over the next decade. 

· The GSEs have been less active in historically underserved markets where there is a need for additional sources of financing to address persistent housing and credit needs.

· The GSEs have generally lagged, not led, the overall primary market in providing financing for affordable housing to low- and moderate-income families, underserved borrowers, and their neighborhoods, indicating that there is more that the GSEs can do to improve their performance.

· Ample room for improvement exists, according to the Department’s analysis, for both Fannie Mae and Freddie Mac to improve their performance in purchasing home loans that qualify for these Housing Goals, particularly in important market segments such as the minority, first-time homebuyer market.  
· The GSEs have substantial room for growth in serving the affordable housing mortgage market since 58-65 percent of the goals-qualifying markets have not yet been touched by the GSEs.  
· The GSEs’ state-of-the-art technology, staff resources, share of the total conventional conforming market, and financial strength strongly suggest that they have the ability to lead the industry in making home purchase credit available for low-income families and underserved neighborhoods.  Along with others in the industry, they can address affordable housing needs on several fronts, such as 

· expanding education and outreach efforts,

· introducing new products, and

· adjusting current underwriting standards to better reflect the special circumstances of these new households.

VII.  Establishing the Housing Goals
In order to determine the appropriate levels of the housing goals, HUD considered certain factors in setting goal levels, as required by FHEFSSA: 

· The shares of the primary mortgage market corresponding to each of the categories of borrowers and locations targeted by the goals; 

· The GSEs’ past performance on the goals;

· The ability of the GSEs to lead the industry in making mortgage credit available for targeted borrowers and locations; 

· National housing needs; economic, housing, and demographic conditions; and 
· The need to maintain the GSEs’ sound financial condition. 

VIII.  Data Integrity Proposals

· In addition to HUD’s existing independent verification authority, HUD is proposing to establish a new regulatory section relating to GSE data integrity that would revise current provisions as follows:

· Reaffirm existing authority for HUD to independently verify the accuracy and completeness of data, information, and reports provided by the GSEs;

· Establish a certification requirement for certain GSE reports, including the Annual Housing Activity Report;

· Refine the process for handling errors, omissions or discrepancies in a GSE’s current year-end data submissions; and

· Clarify  that HUD may adjust a GSE’s housing goals performance for a current year to correct for overstatements in housing goal performance from a previous year caused by errors, omissions, or discrepancies in a GSE’s prior year data submission (including the AHAR).

· HUD’s proposed rule also clarifies that HUD may take enforcement action against the GSEs for the submission of non-current, inaccurate, or incomplete reports, data, or information. 

IX.  New Definitions

HUD is proposing to change the definitions of two terms to incorporate changes in government-wide statistical practice specified by the Office of Management and Budget (OMB): 

· The definition of “Metropolitan Area” would be changed to eliminate use of the term “primary metropolitan statistical area (‘PMSA’),” which is no longer used by OMB in defining “metropolitan area.”   
· To be consistent with standards established by OMB, the definition of “Minority” would be changed to “any individual who is included within any one or more” of a list of racial and ethnic categories, to be consistent with an OMB decision in 1997, to allow individuals, in federal data collection, to identify themselves in more than one category.  The definition of “minority” would be changed so that: 1) “American Indian” would include persons with origins in any of the original peoples of South and Central America; 2)  “Asian or Pacific Islander” would be divided into separate categories – “Asian,” and “Pacific Islander” which would be included in a new definition with “Native Hawaiian”;” 3) “African-American” would be changed to “Black or African American;” and 4) “Hispanic” would be changed to “Hispanic or Latino.”     
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