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The Federal  National Mortgage

Among the alphabet soup of Federal bureaus and 
agencies, the Federal National Mortgage Association 
is probably one of the most familiar by virtue of its 
nickname, Fannie Mae. In addition, credit condi
tions and Federal Budgetary maneuvers over the 
past three years, along with recent changes in the 
Agency’s method of acquiring mortgages, have put 
Fannie Mae in the news. This article will discuss 
the Agency’s various functions, its relationship to 
monetary policy, and its changing status in the 
Federal budget.

Fannie Mae was chartered in 1938 by the Congress 
to encourage investors to participate in the Federal 
Housing Administration program established several 
years earlier. It was rechartered under the Housing 
Act of 1954 as a self-supporting corporate instru
mentality of what is now the U. S. Department of 
Housing and Urban Development. The Secretary 
of that Department is the Chairman of Fannie Mae’s 
Board of Directors. While the Directors establish 
general policy guidelines, day to day affairs are ad
ministered by a President, as Chief Executive O f
ficer. Since 1954, Fannie Mae has performed three 
distinct functions, each of which is administered as 
a separate corporation with separate financing, 
portfolios, and accountability.

Virtually all of Fannie Mae’s functions involve 
the buying, selling, and servicing of mortgages in
sured by the Federal Housing Administration 
(F H A ) or guaranteed by the Veteran Administra
tion (V A ) . Recently mortgages insured by the 
Farmers Home Administration also have become 
eligible. As of February 1968, Fannie Mae’s mort
gage portfolio totaled $9.5 billion, approximately 
12% of all Government-insured mortgages on non
farm residential properties. About three-fourths of 
its holdings were FHA-insured.

Management and Liquidating Functions These 
functions involve managing and liquidating mortgages 
acquired, or contracted for, prior to the 1954 re
organization, and also those purchased subsequently 
from other agencies. As of December 1967, the 
portfolio of mortgages held by the Management and 
Liquidating Functions totaled $1.6 billion, mostly 
FHA-insured loans, a portion of which were subject 
to liquidation trusts as collateral for certificates of 
participation (P C ’s). In the past, the Management

and Liquidating Functions were financed primarily 
by direct borrowings from the Treasury. In addition, 
three bond issues totaling $2 .2  billion were sold be
tween 1955 and 1965 ; none is now outstanding. In 
recent years sales of PC ’s have become the principal 
source of funds.

Under its Management and Liquidating Functions, 
Fannie Mae is trustee of the Government Mortgage 
Liquidating Trust. As trustee it supervises the pool
ing of assets of six Governmental departments and 
agencies. Certificates of participation in these pools 
of assets are then sold to the public. Each cer
tificate represents a beneficial interest in the interest 
and principal payments which accrue to the pooled 
mortgages. These payments are used to service the 
certificates, and may be supplemented by Congres
sional appropriations when necessary. The total of 
PC ’s outstanding has climbed from $2.1 billion in 
June 1966 to $5.7 billion in December 1967, of which 
$1.6 billion were backed by Fannie Mae assets.

Special Assistance Functions The purpose of 
this operation is to provide special assistance in 
financing of home mortgages on urban renewal 
properties, housing for the aged, and low income 
housing. Because this is a support-type operation, 
Fannie Mae buys mortgages at prices above the pre
vailing market level. Limits on mortgage purchases 
and commitments are established by the Congress, 
and both the President and Congress may designate 
the types of mortgages eligible for special assistance. 
This operation is funded in the same manner as the 
Management and Liquidating Functions, with PC 
sales now playing a major role. The portfolio of 
the Special Assistance Functions was about $1.7 
billion in December 1967, a portion of which are in 
trusts for PC ’s.

Secondary Market Operations Fannie Mae’s 
third function consists of Secondary Market Opera
tions. This function is theoretically designed to en
hance the liquidity of Government-backed mortgages 
by purchasing them when and where mortgage funds 
are in short supply, and selling them when and where 
funds are plentiful. Mortgages are purchased from 
an approved list of holders, including mortgage com
panies, banks, savings and loan associations, life in
surance companies, and from any Federal agencies 
authorized to sell mortgages and to acquire Fannie
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Mae common stock. Generally, about 70% -80%  of 
total purchases are from mortgage companies, many 
of which originate mortgages exclusively for resale 
to Fannie Mae. The Secondary Market Operations’ 
portfolio is larger than those of the other two func
tions combined, totaling $5.8 billion in February 
1968. This is 36% larger than in December 1966, 
and more than double the 1965 year-end total.

Fannie Mae’s capitalization is based on its Secon
dary Market Operations. It is a hybrid “ public- 
private” corporation with preferred stock held by 
the Secretary of the Treasury, and common stock 
by private investors. The Agency pays the Treasury 
the equivalent of the full corporate income tax on 
its earnings from secondary market operations. As 
of December 1967, the Secretary held $141.8 million 
of preferred stock and was authorized to hold $317.8 
million. This stock may be retired by the Agency 
from its undistributed earned surplus funds. Com
mon stock is sold to those from whom the Agency 
buys mortgages. The mortgage sellers are required 
to buy an amount of stock currently equal to 1 % 
(and not more than 2 % ) of the unpaid principal 
amount of the mortgages sold. Common stock is 
also sold to those to whom Fannie Mae makes short
term loans secured by Government-backed mortgages. 
Borrowers currently must buy stock equal to ^  of 
1% of the amount borrowed. There is an over-the- 
counter secondary market for Fannie Mae common 
stock. Stockholders number about 9.5 million. 
Dividends on both the preferred and common stock 
accrue monthly and are paid semi-annually, at the 
current rate of 32 cents per share per month.

The bulk of all funds for Secondary Market 
Operations is derived ultimately from the sale of 
Fannie Mae corporate debentures and short-term 
discount notes to private investors. The debentures 
are sold through the Agency’s fiscal agent in New 
York and a syndicate of brokers and dealers. The 
discount notes, which are tailored to meet the needs 
of institutional investors, are sold in New York at 
published rates. The total of debentures and notes 
may not exceed 15 times the sum of the Agency’s 
capital, surplus, and undistributed earnings. As of 
December 1967, there were $3.6 billion debentures 
outstanding with an average maturity of two years, 
four months. On the same date there were $1.3 
billion discount notes outstanding, with maturities 
ranging from one to nine months. Between financ
ings, funds for Secondary Market Operations are 
obtained through direct borrowing from the Treas
ury. These borrowings are repaid from sales of 
debentures and notes and from portfolio liquidations. 
Unlike the other two functions, mortgages in the

Secondary Market Operations’ portfolio are not eli
gible for pooling for PC sales.

Method of Purchasing Mortgages Early in May 
of this year, Fannie Mae instituted an important 
change in its mortgage purchasing technique under 
its Secondary Market Operations. The method em
ployed since 1954 had proved to be undesirable for 
a number of reasons. Under the old system, the 
Agency announced a series of prices supposedly 
within the going market range which it would pay 
for qualified Government-backed mortgages. Ordi
narily the qualifications were stated in terms of the 
maximum size of the unpaid principal of the mort
gage and the time lapse since the date of the insurance 
or guarantee. The Agency stood ready to purchase 
all eligible mortgages offered to it at its announced 
prices, either on an immediate or commitment basis. 
During times of credit stringency the quantity of 
offerings rose sharply, as can be seen in the chart. 
Under conditions of tightening credit, mortgage com
panies turned more and more to Fannie Mae as in
flows of funds to insurance companies and other in
stitutional mortgage investors began to dry up. 
Moreover, these latter institutions would tend to sell 
part of their portfolios to Fannie Mae to acquire 
funds to meet their outstanding commitments. The 
Agency could attempt to reduce its purchases by 
lowering its prices, stiffening its qualifications, in
creasing the price of its common stock and the 
amounts which must be purchased, and raising other 
fees and charges. These techniques were only 
partially successful in discouraging the flood of 
mortgages offered for sale, partly because private 
buyers tended to set their prices slightly below 
Fannie Mae’s. Thus, the Agency became in many 
instances the buyer of first resort in its efforts to 
mitigate the effects of spiraling rates. In 1966, for 
example, the Agency was deluged with mortgages 
despite repeated stiffening of its purchasing terms. 
As a result, Fannie Mae nearly exhausted its funds, 
and in order to continue aiding the mortgage market, 
its borrowing authorization was increased in emer
gency September legislation from 10 to the present 
15 times capital and surplus.

To remedy the problems caused by the old system, 
Fannie Mae has adopted the auction technique on 
an experimental basis. Unlike most auctions which 
involve offers to sell, these auctions are concerned 
with offers to buy. This method gives Fannie Mae 
control over its volume of purchases, while the price 
is set by market forces. Each week the Agency an
nounces the total amount of mortgages it is willing to 
commit itself to purchase. Private mortgage holders
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then submit sealed bids specifying the amount they 
wish to sell, the price desired, and the terms of com
mitment desired (three, six, or twelve months). The 
Agency accepts bids starting with those most ad
vantageous to it, that is, the lowest priced, until the 
preannounced volume of funds is committed. A  
maximum is set for each bid so that a single seller, 
or area, cannot completely dominate the auction. As 
in weekly Treasury bill auctions, noncompetitive bids 
may be entered, and are awarded at the average 
price of accepted competitive bids.

Sale of Mortgages Fannie Mae is prepared to 
sell mortgages from the portfolios of all three func
tions. Sale prices presumably are established with 
regard to prices of comparable mortgages in the 
private secondary market, and to the requirement 
that Fannie Mae remain a self-supporting agency. 
Mortgages which are pooled for PC sales are not 
eligible for sale, and mortgages which have been in 
the Secondary Market Operations’ portfolio for more 
than two years are also ineligible unless a resale 
agreement was negotiated at the time of the original 
purchase. Because an aggressive sales policy would 
conflict with the Agency’s aim of encouraging new 
home building and home ownership, particularly 
during periods of credit restraint, sales are confined 
largely to periods of inexpensive and abundant credit. 
Sales have averaged only about one-fourth of pur
chases, and have exceeded purchases only in 1963.

Fannie Mae and the Mortgage Market From 1961 
to 1965, Fannie Mae purchases ranged from 3%  to 
10% of total F H A -V A  mortgages issued, but in
1966 the Agency’s share leaped to 27%. At this level 
Fannie Mae played a significant role in the willing
ness of mortgagors to originate Government-backed 
mortgages and in the mortgage market as a whole. 
With the improvement of conditions in the mortgage 
market in 1967, the Agency’s purchases eased to 
21% of total Government-backed mortgages issued.

Under traditional methods of operation Fannie 
Mae has often been accused of insulating the mort
gage market from the effects of monetary policy. 
While this was true to a considerable extent before 
the 1954 reorganization, when the Agency was re
quired to buy all mortgages at par, it has been true 
to a much lesser degree since that time. The Agency’s 
share of the F H A -V A  market is generally not large 
enough to insulate that market significantly from 
general credit conditions. Moreover, Fannie Mae 
debentures which are issued to finance its mortgage 
purchases may draw savings away from the other 
mortgage lenders. Fannie Mae’s operations can be 
described more accurately as having a cushioning

rather than an insulating effect, particularly since 
the adoption of new purchasing techniques.

Fannie Mae and the Budget Prior to the adop
tion of the new unified budget, proceeds from the 
sale of certificates of participation were offset against 
the expenditures or loan disbursements of the agen
cies involved, thereby reducing budget totals and the 
Federal deficit by a corresponding amount. This 
accounting technique reflected the view that agencies 
were selling their assets to raise funds to conduct 
their operations. In point of fact, however, titles to 
the pooled loans never changed hands; the investor 
was simply acquiring a beneficial interest in them. 
In the new budget, sales of PC ’s are treated as part 
of total Government borrowing and no longer pro
duce a reduction in spending and deficit totals.

The unified budget may present something of a 
problem for Fannie Mae. Under the old administra
tive budget, Secondary Market Operations did not 
show up in total Government expenditures. Now, 
however, outlays for mortgage purchases are included 
in total Government spending and net lending. 
Because a budget deficit is least desirable when the 
economy is booming and credit is tightening, Fannie 
Mae conceivably could find its spending authoriza
tion pruned at the very time when increased mortgage 
purchases were needed to aid the residential housing 
market. To free the Agency from such budgetary 
policy, the Administration is proposing that Second
ary Market Operations become wholly privately 
owned by the common stockholders. The preferred 
stock owned by the Treasury would be retired, as 
provided for in the 1954 charter. Despite the transi
tion in ownership the Government would retain con
siderable influence over the Agency through its 
ability to borrow up to $2,250 million from the Treas
ury, and through a Board of Directors composed 
partially of Government appointees. It is possible, 
however, that private ownership would provide the 
Agency with enough latitude to develop a true 
secondary market. Along with plans to more or 
less sever the largest part of Fannie Mae from the 
Government, there are plans which call for con
verting the Special Assistance and Management and 
Liquidating Functions into the Government National 
Mortgage Association, or Ginnie Mae. This new 
Federal agency would be empowered to insure PC ’s 
issued by the new privately owned Fannie Mae, as 
well as similar securities sold by other private mort
gage companies. These guarantees would be de
signed to increase the flow of private funds into the 
housing market by enhancing the marketability of 
mortgage-backed instruments. Jane F. Nelson
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