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Kudos to GSEs for Focus on Affordable Housing 
Paul Fiorilla, Associate Director of Research 
 
The decision to extend the 2015 allocations of Fannie Mae and Freddie Mac, along with the agencies’ 
continued focus on affordable housing, is good news for the multifamily capital market, which has 
benefited from its uniquely stable debt environment in recent years. 
 
Federal Housing Finance Agency (FHFA) Director Mel Watt recently announced that Fannie and Freddie 
will each be allocated $30 billion to lend in 2016, the same as 2015. More importantly, the agencies will be 
able to exceed the cap for loans on properties that meet criteria as affordable housing or for assets with a 
sustainable component.  
 
The increased focus on affordability is appropriate, given the state of the market. Stable assets in core and 
even secondary markets are well served by private lenders. Focusing on affordable housing will help to 
provide liquidity in secondary and tertiary markets, which are still largely avoided by national lending 
programs. What’s more, as rents mushroom throughout the country and affordability becomes a growing 
problem for low- and medium-income renters, financing apartments that meet standards of affordability is 
one of the relatively few options available for policymakers to mitigate the escalating crisis.  
 

 
                             Sources: Federal Reserve, Mortgage Bankers Association 

 
Fannie and Freddie have long been a key part of the multifamily market, but their role became even bigger 
in the wake of the 2008 credit crisis, when the CMBS market dried up and banks severely cut back 
commercial mortgage originations. Apartments have recovered their value more than other property 
types and are sold at lower capitalization rates. According to Real Capital Analytics Inc., as of the second 
quarter multifamily cap rates were at 6.0 percent, compared to 6.6 percent for retail, 6.8 percent for office 
and 6.9 percent for industrial.  
 
To be sure, multifamily has myriad fundamental advantages compared to other commercial real estate 
segments. The need for housing, growth in population of the prime renter age, and decline in 
homeownership have conspired to push apartment vacancies to record lows. However, having a stable 
source of inexpensive mortgage financing (guaranteed by the government) certainly helps in attracting 
investors that are flooding the U.S. real estate market in a flight to safety. 
 
“GSEs” are  Government-Sponsored Enterprises.   
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The steadying presence of the GSEs played a major role in the recovery and subsequent growth of 
multifamily lending. Multifamily debt outstanding has grown rapidly since the credit crisis, even as the 
commercial mortgage market as a whole experienced a roughly 10 percent deleveraging in 2008 and 
2009. Total multifamily debt outstanding topped $1 trillion in the second quarter of 2015, up from about 
$600 billion in 2007.  
 

 
 Source: Mortgage Bankers Association, avg. quarter 2001 = 100) 

 
More recently, total outstanding multifamily debt grew $23.6 billion year-over-year in 2Q15, reflecting 
higher property values and increasing loan-to-value ratios. During that four-quarter period, the GSEs 
accounted for most of the growth, increasing their portfolios by $14.5 billion, while banks rose by $9.9 
billion and life companies by $1.3 billion, according to the Mortgage Bankers Association. The only major 
lending sector in which multifamily holdings declined was CMBS, which fell by $1.7 billion. CMBS is less 
competitive than other lenders for high-quality properties. The cost of capital for securitization programs is 
based on bond spreads that are currently much higher than the agencies, while life companies and banks 
can offer lower rates for product that they want to hold in their portfolios, such as high-end properties and 
those in core locations. As the market stands now, with the GSEs active and life companies and 
commercial banks eager to originate loans on high-end Lifestyle apartments, the increase in outstanding 
multifamily debt is likely to continue.  
 

 
                     Sources: Federal Reserve, Mortgage Bankers Association 
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During the first quarter of 2015, Fannie and Freddie were extremely competitive on high-end product — 
so much so that they burned through their $30 billion allocations within the first few months of the year.  
When they put their pencils down, so to speak, the result was that spreads on all multifamily loans 
increased by about 25 basis points. As questions arose about the desirability of having the market’s main 
capital source sit out for an extended time, the FHFA decided to allow the agencies to exceed their caps 
for properties that met criteria of sustainability and affordability. The sustainable component involves 
offering lower rates on properties that meet energy efficiency criteria. To qualify, properties (both new and 
existing) must be certified under LEED, EPA’s Energy Star or Enterprise’s Green Communities program. The 
first such loan was originated in the spring.  
 
The affordability program encompasses properties in which some or all of the units charge rents that are 
considered affordable to very low-income families (defined as having income of no greater than 60 
percent of the area’s median income) or low-income families (having income no greater than 80 percent 
of the area’s median income).  In some cases, this would involve properties that accept Section 8 housing 
subsidies, but the guidelines allow the agencies to exceed the cap for all properties that meet the criteria.  
 
Affordability is a vexing problem, as it involves the intersection of income and housing costs, areas in 
which the government has limited control and in any event there is little consensus about the best ways 
to tackle the issue. There is no doubt, though, that affordability is becoming a larger problem as rents rise. 
According to Yardi® Matrix, rents nationally have increased by more than 20 percent since the beginning of 
2011, while increases in per-capita income have been marginal. Some of the frothier markets have seen 
double-digit increases for two to three consecutive years. A study by Harvard University’s Joint Center for 
Housing Studies found that there are 11.8 million households in the U.S. that must allocate more than 50 
percent of their income to rent, a number that the center conservatively projects will grow to 13.1 million 
in 10 years. However, the study found that if rents continue to outpace wage growth over the next decade 
at the same rate as the last 15 years, the number of rent-burdened households will grow even more: to 
14.8 million by 2025. 
 
It’s not entirely clear how much the affordability problem can be mitigated through mortgage policy. 
Access to low-cost debt has more of an impact on property values than on rents. As today’s robust rent 
growth is a function of historically low multifamily vacancy rates at a time when demand is growing, the 
most effective way to slow rent growth is to create more supply.  Many markets are suffering from a lack of 
supply, not just for the present but to serve future needs as the renter population grows as projected. 
Governments in locations with strong demand and rapidly rising rents would be best served by looking for 
ways to ease restrictions that serve to delay construction and increase building costs, paving the way for 
new housing supply. To the extent that the FHFA policy of financing properties that meet affordability 
criteria keeps housing for working-class households maintained and in circulation, it is a positive step 
toward increasing the pool of affordable housing.  
 
The GSEs have played a key role in supporting both single- and multifamily housing in the U.S. Calls to 
disband the agencies have the problem of identifying what capital source would replace their huge role in 
the housing finance market and what would happen during the next crisis if they were not around. 
However, the agencies and their regulator need to strike the right balance, and the new policy recognizes 
that the public’s limited funds are best spent serving segments that actually need the government’s help.  
 
Fannie and Freddie can no doubt win loans on high-end properties in core markets by providing the most 
aggressive bid, but there is no larger benefit if the agencies inject themselves into markets where private 
banking is efficient. It is much easier to support a rationale for the agencies to focus activity in secondary 
and tertiary markets, on smaller properties and on assets that cater to low-income residents — the kinds of 
segments that are less likely to attract other lender types. 


