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Most of the major proposals to reform the housing finance system rely on two steps to
minimize the risk that any one or two institutions can pose to the mortgage market:
requiring that any institution that issues mortgage-backed securities guaranteed by the
government share most of the related credit risk with others in the private market, and
having a government or government-like utility manage the infrastructure used in
issuing these securities.1 Fortunately, we have already made significant progress on
both of these fronts. Fannie Mae, Freddie Mac, and their regulator, the Federal Housing
Finance Agency (FHFA), have developed a process by which Fannie and Freddie are
sharing increasing amounts of credit risk, and they have begun to build a platform to
handle much of the securitization functions that are today provided by Fannie and
Freddie.
A great deal has been written about the first of these two efforts. Commentators have discussed
and debated at length the degree to which their risk-sharing efforts have succeeded and how they can
be improved, helping us sharpen our collective thinking about the role that risk sharing generally should
play in a future system (Goodman and Parrott 2016; Goodman et al. 2016). Very little has been written
about their work building a securitization platform, however, leaving us with a less developed
understanding of the opportunities and challenges of this equally important piece of reform.

Why We Need a Securitization Utility
Historically, we have depended on two privately owned institutions, Fannie Mae and Freddie Mac, to
manage the lion’s share of the infrastructure we rely on in the operation of the secondary mortgage
market. This is problematic for a host of reasons, but two in particular stand out.
First, leaving a critical component of the market in the hands of a duopoly constrains competition in
those segments of the market that depend on it. This is most obvious where the duopoly uses its
dominance of one segment of the market to achieve dominance over other segments, as Fannie and
Freddie have dominated the guarantee market in part because of their dominance of the securitization
market. But it also leads to more subtle market distortions, because the duopoly is able to set the terms
for business in a wide range of markets that depend on the segments it controls. Where able, the
duopoly will inevitably set them in a way that benefits the duopoly, and that will just as inevitably tilt the
competitive playing field in favor of some over others. An example of this is the guarantee fee
advantages that Fannie and Freddie provided larger lenders before conservatorship.
A second and more fundamental problem with allowing a privately owned duopoly to own and
manage a key part of the market infrastructure is the too-big-to-fail risk that it creates. By leaving the
health of the broader system at the mercy of two privately owned institutions, we cannot let them fail,
creating an incentive for these profit-maximizing institutions to take excessive risk, which in turn
exposes the broader financial system that depends on them to excessive risk.
By putting the key secondary market infrastructure into a government or government-like utility,
you would reduce both of these market distortions.

Early Steps toward a Securitization Utility
Fannie Mae and Freddie Mac have established a joint venture called Common Securitization Solutions
to design a Common Securitization Platform (CSP) to manage all of the data, issuance, settlement, bond
administration, and disclosures associated with the single mortgage-backed security that will be issued
by both Fannie Mae and Freddie Mac.
Upon its completion, Fannie and Freddie will continue to maintain loan-level control of the loans
they purchase. They will continue to determine what kinds of loans they take on and on what terms,
what should happen if those borrowers struggle to make their payments, and what happens if the loans
go into foreclosure.
What Fannie and Freddie will pass on to the CSP is the management of the mortgage-backed
securities that are issued once the loans are pooled. In the securitization process, the CSP will collect
and perform data verification to ensure that the relevant loan- and pool-level data have been provided,
manage the offering documentation, form the securities, register the securities with the relevant
market utilities, and handle all relevant disclosures to investors. Once the securities are formed, the
CSP will handle all ongoing data requests and data security, manage the payment files and disclosures
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required for payments to be made to investors, and make ongoing disclosures to investors. And as loans
in the underlying pools become delinquent, it will manage the related data and disclosures, including
related changes to payment schedules.2
FIGURE 1

A Rough List: What the GSEs Do Today

Notes: CSP = common securitization platform; NPL = nonperforming loan; P&L = profit and loss; QC = quality control; REO = real
estate owned.

All of this will help modernize the housing finance system’s securitization infrastructure, lowering
costs and increasing efficiency. It will also make the system less reliant on Fannie and Freddie, which will
no longer directly manage this infrastructure themselves. As long as the CSP is owned by and accessible
only to Fannie and Freddie, however, it will fall well short of its potential for reform. That is because the
benefits of the improved infrastructure will naturally serve to further entrench the dominance of the
only two guarantors able to use it.

How the CSP Could Become a Centerpiece for Reform
If the CSP is converted to a government or government-like utility open to issuance by other
guarantors, on the other hand, it could help us end the dominance of the duopoly and transition to a
more competitive system. This is because putting the critical market infrastructure into an open
platform would meaningfully reduce the barriers to entry for new guarantors, as those that want to
compete with Fannie and Freddie will no longer have to create their own securitization infrastructure to
do so.
To play this utility role effectively, the CSP would need to be developed with three objectives in
mind. It should provide enough of the critical securitization infrastructure that the system can continue
to function if any single guarantor fails. It should provide a platform that enables new entrants to
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compete forcefully with Fannie and Freddie. And it should provide a level playing field for all those that
rely on it.
Meeting the first two of these objectives comes down to much the same thing, as leaving functions
with Fannie and Freddie that others cannot readily replicate not only undermines competition but
leaves the system vulnerable to Fannie and Freddie’s failure. When deciding what to include in the CSP,
then, the key question is what functions require such expertise or capital that institutions other than
Fannie and Freddie are unlikely to be able to provide them on a competitive basis. Those that others are
unlikely to be able to provide should go into the platform. Those that others are likely to be able to
provide should not.
The third objective—maintaining a level playing field—is perhaps the most straightforward. The
platform should not be implemented in a way that enables issuers,3 or any other market participants for
that matter, to leverage their access to the secondary market to disadvantage other market
participants. It should not allow volume-based pricing, for instance, thereby putting smaller lenders at a
disadvantage.
An example of how the platform might be expanded beyond its current scope to better meet these
objectives would be the addition of master servicing. Having the CSP oversee the servicing of loans in a
pool on behalf of the securities investors would help standardize the norms of servicing generally,
making it easier to improve outcomes for investors and homeowners alike. It would also remove a
complex and costly function from the issuers’ responsibilities, reducing what would otherwise be a
significant barrier to entry. And it would remove the possibility that an issuer uses its master servicing
role in ways that benefit its larger customers, as may often be in its interest.
The idea requires more thought, of course, and may well wilt under deeper analysis, but what is
important is that we begin to think through the items in figure 1 with that frame in mind. Which of the
functions that Fannie and Freddie provide today could be moved to the CSP to help level the playing
field for greater competition throughout the system?

How Hard It Is to Expand
Expanding the CSP to play the role of an effective market utility will not come easily, of course, so it is
important to understand the challenges involved.
As a general rule of thumb, adding functions to the CSP will be less complex than adding institutions.
In other words, expanding the things that the CSP does for an institution that already interacts directly
with it is typically going to be easier than expanding the number of institutions that interact directly
with it, whether the new institutions are to issue securities or perform other functions. This is because
adding an institution to the CSP means syncing up all of the many processes that the institution will
need to interact with the CSP.
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Adding master servicing would thus be a complex effort, because you would have to allow hundreds
of servicers to interact directly with the CSP. This would require adjusting thousands of distinct
processes across the entire servicing industry. The effort would not be insurmountable—after all, most
of the burden would be dispersed across the entire industry, and there are a number of national
servicing bureaus that could be leveraged in the effort—but coordination alone would make this a
significant lift.
Similarly, how difficult it is to open the CSP up to new issuers will depend on how many new issuers
need to be added. Adding a few would not be a heavy lift, particularly if they are newly formed and thus
can develop the relevant processes with this interface in mind. Adding hundreds, on the other hand,
would be a challenge, particularly if many are legacy institutions with processes that will need to be
overhauled in order to interact with the CSP.

Why the CSP Rather Than Ginnie?
The CSP is not the only securitization platform in the market, as Ginnie Mae securitizes loans insured by
the Federal Housing Administration and the US Departments of Veterans Affairs and Agriculture. It is
thus worth asking why we do not simply use this platform for the market utility. It already has
widespread market adoption, after all, with hundreds of issuers issuing over a third of all new mortgagebacked securities off the platform.
A key difference between the CSP and Ginnie is that the former is being built to support a business
model in which one of the key functions of its issuers—Fannie Mae and Freddie Mac—is the
management and distribution of credit risk. Ginnie, on the other hand, is designed to support issuers
that take little if any credit risk, because the credit risk on the loans that they pool and securitize is
insured by the government. Thus, where the CSP is set up to collect information on the credit risk in the
pools being securitized—such as borrowers’ credit scores, credit histories, and debt loads—Ginnie has
neither the need nor the capacity to provide this kind of support to its issuers.
To serve the broader market, a securitization platform will have to support issuers in their
assumption and distribution of credit risk. Ginnie could certainly develop the infrastructure needed to
do this, but it would be a significant lift. Just to match what the CSP is already being developed to handle
would require them to collect and process roughly 10 times the number of data fields that they
currently collect. And expanding beyond this to further reduce barriers to competition with Fannie and
Freddie, which is critical for the reasons discussed, would require Ginnie to build still more new
infrastructure to support risk-bearing guarantors. While all of this is feasible, it is considerably more
challenging than simply drawing from infrastructure that already exists in Fannie and Freddie, as the
CSP is doing today.
A second key difference is that expanding the Ginnie Mae platform to serve as a broader market
utility would require running through the Department of Housing and Urban Development (HUD)
procurement process and a host of rules and regulations under the Administrative Procedures Act.
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While this could be changed through legislation, progress in the meantime will be cumbersome, and
linking the fate of housing finance reform to reforming HUD may complicate the effort. Again, the
challenge here can be overcome, but it is better avoided altogether. 4

Conclusion
The work that Fannie, Freddie, and the FHFA are doing on the CSP is vastly underappreciated, both for
the meaningful impact that it will have on today’s system if it continues along its current course and for
the much greater impact that it will have on a reformed system if its course is adjusted with that larger
role in mind. Their work deserves the kind of critical attention that we have given the credit risk transfer
process, so that as with that process, we can finally come to understand its promise and challenges and
the central role that it could play in the system of the future.

Notes
1.

Jim Parrott, “Clarifying the Choices in Housing Finance Reform,” Urban Institute, Housing Finance Policy
Center, accessed July 17, 2017, http://www.urban.org/policy-centers/housing-finance-policycenter/projects/housing-finance-reform-incubator/jim-parrott-clarifying-choices-housing-finance-reform.

2.

For more on the timing and substance of the FHFA’s work, see “CSP/ Single Security Timeline,” Federal
Housing Finance Agency, last updated March 23, 2017,
https://www.fhfa.gov/PolicyProgramsResearch/Policy/Pages/Common-Securitization-Platform-and-SingleSecurity-Timeline.aspx.

3.

I use the terms “issuer” and “guarantor” interchangeably in this piece, depending on which functions I’m
focused on at the time. I assume that issuers in the new system will also guarantee timely payment of principal
and interest, as Fannie and Freddie do today.

4.

This is not to say that we should not give serious consideration to having Ginnie Mae provide an explicit
government guarantee of the securities issued off of the CSP, which would not involve the heavy lift described
here. Indeed, having Ginnie “wrap” the securities issued off of the CSP may be the simplest, most efficient way
to provide the government backstop of the reformed system.
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