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Chairman Garrett, Ranking Member Waters and distinguished Members of the Subcommittee, 
the National Multi Housing Council (NMHC) and the National Apartment Association (NAA) sup-
port housing finance reform to ensure appropriate government oversight to meet the mortgage 
finance needs of the multifamily rental housing industry.  We commend Congressional efforts to 
address the future of the housing finance system and respectfully submit this statement regard-
ing the reform of the Government Sponsored Enterprises (GSEs), Fannie Mae and Freddie 
Mac. 
 
NMHC and NAA represent the nation’s leading firms participating in the multifamily rental hous-
ing industry.  Our combined memberships are engaged in all aspects of the apartment industry, 
including ownership, development, management and finance.  The National Multi Housing 
Council represents the principal officers of the apartment industry’s largest and most prominent 
firms.  The National Apartment Association is the largest national federation of state and local 
apartment associations.  NAA is a federation of 170 state and local affiliates comprised of more 
than 50,000 multifamily housing companies representing more than 5.9 million apartment 
homes.   
 
The bursting of the housing bubble exposed serious flaws in our nation’s housing finance sys-
tem.  As policymakers craft solutions to fix the single-family housing problems, they should be 
mindful not to do so at the expense of the much smaller and less understood, but vital, multifa-
mily sector.   
 
Apartments are a critical component of the nation’s housing market, but history has made it 
clear repeatedly that the private market simply cannot meet a majority of the industry’s capital 
needs.  A federally backed secondary market is absolutely critical to the sector’s health and our 
ability to continue to meet the nation’s growing demand for rental housing.   
 
Fortunately, to date meeting that need has posed little to no risk to the taxpayer.  In stark con-
trast to the single-family sector, the apartment industry did not overbuild during the housing 
boom.  Even more importantly for the issue at hand, the GSEs’ multifamily programs did not 
contribute to the housing meltdown.   
 
Overall loan performance in the $2 trillion multifamily sector remains relatively healthy, and the 
strongest performance has been recorded by the debt provided by the GSEs.  Their multifamily 
delinquency and default rates remain below one percent—a tenth of the size of the delinquen-
cy/default rates plaguing single-family.  
 
Through careful underwriting, the GSEs’ multifamily models have met the test.  They have at-
tracted enormous amounts of private capital; helped finance millions of units of market-rate 
workforce housing without federal appropriations; sustained liquidity in all economic climates; 
and ensured safety and soundness in their multifamily business.  As a result of the liquidity pro-
vided by the GSEs, the United States has the best and most stable rental housing sector in the 
world. 
 
As you consider policy to alter the government’s role in mortgage financing for our housing sys-
tem we ask that you consider the following factors affecting the financing needs for multifamily 
housing:  
 
Private Capital is Necessary, But Not Sufficient  
We are encouraged by the thawing in the private capital markets and support a return to a mar-
ketplace dominated by private capital.  But lawmakers need to understand that even in healthy 
economic times, history has made it clear that the private market simply cannot meet a majority 
of the rental housing industry’s capital needs.   
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Banks are limited by capital requirements and have never been a source of long-term financing.  
Life insurance companies have typically been less than 10 percent of the market, lend primarily 
only to newer, luxury high-end properties and enter and leave the multifamily market based on 
their investment needs and economic conditions.  The private-label CMBS market is unlikely to 
return to the volume and market share it reached a few years ago, and the FHA has exceeded 
its capacity to meet the sector’s capital demands.  While covered bonds might provide some 
additional liquidity to apartment borrowers, they are unlikely to provide the capacity, flexibility 
and pricing superiority necessary to adequately replace traditional sources of multifamily mort-
gage credit, including the GSEs. 
 
Growing Importance of Rental Housing, Experts Forecast Supply Shortage  
The United States is on the cusp of a fundamental change in our housing dynamics.  Changing 
demographics are causing a surge in rental demand that will continue long after the economic 
recovery.  This includes 78 million echo boomers entering the housing market, baby boomers 
downsizing and a dramatic decrease in the number of married couples with children to less than 
22% of households.  
 
Between 2008 and 2015, nearly two-thirds of new households formed will be renters.  That’s six 
million new renter households.  University of Utah Professor Arthur C. Nelson predicts that half 
of all new homes built between 2005 and 2030 will have to be rental units.  Yet, private capital 
for new apartment construction all but disappeared during the crisis, virtually halting new devel-
opment activity for nearly two years.   

 
New multifamily construction set an all-time post-1963 low in 2010 at 97,000 new starts.  We 
need to be building an estimated 300,000 units a year to meet expected demand.  Yet most 
forecasts suggest we’ll start fewer than half that many in 2011.  That’s not even enough to re-
place the units lost every year to demolition, obsolescence and other losses.  
 
Without government credit support of multifamily mortgages or mortgage-backed securities to 
ensure a steady and sufficient source of capital going forward, the apartment industry will not be 
able to meet the nation’s housing needs and Americans will pay more for workforce housing.  A 
federally backed secondary market is critical not only for the long-term health of the industry but 
also to help refinance the estimated $300-$400 billion in multifamily mortgages that will mature 
by 2015.  
 
Workforce Housing Without Federal Subsidies 
Policymakers should understand that nearly ALL of the multifamily funding provided by the ex-
isting GSEs helped create workforce housing (not just the capital they provided to properties 
designated “affordable”).  Fully 90 percent of the apartment units financed by Fannie Mae and 
Freddie Mac over the past 15 years—more than 10 million units—were affordable to families at 
or below the median income for their community.  This includes an overwhelming number of 
market-rate apartments with no federal appropriations, produced with virtually no risk to the tax-
payer.  
 
Key Principles for GSE Reform  
The apartment industry urges you to consider the following key points for inclusion in any reform 
measure: 
 
1. Do No Harm: Preserve Multifamily Lending Programs 

The multifamily sector produces the vast majority of this nation’s affordable, workforce hous-
ing.  Therefore there is an appropriate public mission for the government to provide an effec-
tive financing system to ensure the nation’s housing needs are met.  In addition, the multi-
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family sector, and more specifically the GSEs’ multifamily programs, did not contribute to the 
housing meltdown.  Therefore, as policymakers “fix” the problems in the single-family sector, 
they should not do so at the detriment of the multifamily industry.  

 
2. Protect the Taxpayer: Look to Proven Multifamily Models  

The taxpayer is footing the bill for the breakdown of the single-family housing sector and that 
should never happen again.  The GSEs’ multifamily programs can serve as a model for a re-
formed housing finance system.  They have performed extraordinarily well and have less 
than a one-percent delinquency rate.  Historically, they have been well capitalized, have 
covered all their losses through the loss reserves they collected and have earned a profit.  
Even during conservatorship, the GSEs’ multifamily programs have earned net revenues of 
$2 billion.1  Their success is the result of strong business models that use retained risk and 
stringent underwriting criteria.   
 
To protect the taxpayer going forward, these models should be carefully studied for a 
broader application within the larger housing finance system.  Specifically, the government 
must ensure strong regulatory oversight.  It should consider implementing some level of re-
tained risk by mortgage originators and servicers and adequate capital standards to fund 
loan-loss reserves. These steps would preserve the strong mortgage loan performance and 
track record seen in the multifamily sector and protect the taxpayer.   

 
3. Federal Government Involvement Necessary and Should be Appropriately Priced   

Even after we transition to a new housing finance system, there will be an ongoing need for 
an explicit federal government guarantee on multifamily mortgage securities and portfolio-
held loans.  Over the past 40 years, there have been numerous occasions when the private 
sector has been unable or unwilling to finance multifamily loans.  There is a legitimate con-
cern that the private sector cannot be counted on, from both reliability and capacity stand-
points, to consistently finance the majority of multifamily borrowers’ needs.  Hence it is hard 
to envision a reformed housing finance system without some form of federal credit en-
hancement.  However, that credit should be priced at an appropriate level that reflects the 
mortgage risk and the value of the government’s credit enhancement and in such a way that 
it complements, but does not unfairly compete with, private debt capital.    

 
4. Liquidity Support Should be Broad and Available at All Times, Not Just “Stop-Gap” or 

Emergency  
Any federal credit facility should be available to the entire apartment sector and not be re-
stricted to specific housing types or specific renter populations.  Narrowing any future credit 
source would remove a tremendously important source of capital to a large portion of our in-
dustry, namely market-rate developers who actually provide a large volume of unsubsidized 
workforce housing.  Such a facility should also be available at all times to ensure constancy 
in the U.S. housing market throughout all business cycles.  It would be impossible to turn on 
and off a government-backed facility without seriously jeopardizing capital flows.   
 

5. Mission Should Focus on Liquidity, Not Mandates  
The public mission of a federally supported secondary market should be clearly defined and 
focused primarily on using a government guarantee to provide liquidity and not specific af-
fordable housing mandates.  Such mandates create conflicts within the secondary market 
and are partially responsible for the housing crisis because of the distortions the mandates 
introduced into the GSEs’ business practices.  Instead of mandates, the new housing 
finance system should provide incentives to support the production and preservation of af-

                                                        
1 Source: GSE SEC filings.  This does not include writedowns of Low-Income Housing Tax Credit hold-
ings that the firms have been prohibited from selling and liquidating. 
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fordable multifamily housing.  Absent incentives, the government should redirect the affor-
dability mission to HUD/FHA and the Low-Income Housing Tax Credit program. 
 

6. Retain Portfolio Lending While Expanding Securitization  
Securitization must be used to attract private capital for multifamily mortgage capital.  How-
ever, unlike single-family loans, multifamily loans are not easily “commoditized.”  Without the 
ability to hold some loans in portfolio, multifamily lending activities will be significantly cur-
tailed.  In addition, securitizing multifamily loans is not always the best way to manage credit 
risk.  Portfolio capacity is also required to aggregate mortgages for a structured securities 
sale.  

 
7. Create Certainty and Retain Existing Resources/Capacity During the Transition  

To avoid market disruption, it is important that policymakers clearly define the role of the 
government in a reformed system and the timeline for transition.  Without that certainty, pri-
vate capital providers (e.g., warehouse lenders and institutional investors) are likely to limit 
their exposure to the market, which could cause a serious capital shortfall to rental housing.  
In addition, during the transition years, we believe it is critical to retain many of the re-
sources and capacity of the existing GSEs.  The two firms have extensive personnel and 
technology expertise as well as established third-party relationships with lenders, mortgage 
servicers, appraisers, engineers and other service providers that are critical to a well-
functioning secondary market. 

 
We appreciate the opportunity to present the views of the apartment industry and look forward 
to working with you to build a world-class housing finance system that meets the nation’s chang-
ing housing needs while also protecting the taxpayers.   
 


