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My latest article on Fannie drew many high-caliber feedback. Based mostly on these, right here 

as some extra ideas to comply with up. 

Keep in mind that I’m not legal professional; this can be a risky, multi-event-driven story; and a 

few of the folks behind these feedback are the actual factor — i.e., plaintiffs — and so they know 

rather more than I do. 

First, the September 18 Bloomberg TV interview, as revealed by DSNews. The snippet was: 

In accordance with Calabria, Fannie and Freddie gained’t go to market till the top of 2020. 

Anathema, proper, particularly for these shareholders who’ve been patiently ready since Fannie 

and Freddie repaid their debt in 2014. So as to add insult to damage, Calabria truly stated it 

might even attain into early 2021. 

However this barely captioned the substance of the interview, and he knew Bloomberg was out 

to catch him. Whereas his focus was, rightly so, on the necessity for seed fairness so as to have 

the ability to go to market, no query was requested concerning the potential shareholders’ cures 

from the 5th Circuit. 

As readers know, the 9 to 7 majority opinion led by Decide Willett was a potential Internet Value 

Sweep cancellation. However his 7 to 9 minority opinion was a pure and easy vacatur of the 

NWS, that means a retrospective cancellation. Learn the reimbursement to Fannie and Freddie of 

the quantity they paid Treasury in extra of the quantity they borrowed. In Willett’s writing, the 

numbers have been $250 billion repaid on the time of the go well with, in opposition to $187 

billion borrowed. Truly, as of Q2, 2019, the quantity repaid was a complete of $306 billion, for 

an extra of $120 billion. 

Treasury is against this, and argues that taxpayers, on whose accounts it acts, are entitled to 

compensation for lending the cash within the first place. Is smart, however my first response was 

to counter with the Bother Asset Aid Program, aka TARP. To cite my 2009 guide, Anatomy of 

The Meltdown: 

TARP, launched by Paulson and Bernanke on September 20, 2008. Initially a 5-page memo 

which known as for Treasury to spend $700 billion on “poisonous property,” as mortgage and 

different asset-backed securities had develop into identified, it ended up as a 551-page laws, the 

Emergency Financial Stabilization Act. Inside two week, on October threer, it was signed by 

President Bush.” (web page 133). 



An Act of Congress, only a brief month after FHFA’s Most popular Inventory Buy Settlement, 

aka the PSPA. 

Talking from reminiscence, it appeared to me there was nothing in TARP that made Treasury as 

a lot cash as Fannie and Freddie, so I took a re-evaluation. In accordance with the March 2016 

CBO report back to Congress, TARP had disbursed $427 billion and misplaced $28 billion. 

Clearly no comparability with the gouging of Fannie and Freddie, $120 billion revenue and 

counting, on a $187 billion financing. 

Very like on this case, there was a taxpayer’s indemnification clause, within the type of warrants 

in trade for TARP funds. Nonetheless, there have been two enormous variations. One, the TARP 

recipients continued to function as common firms with a board of administrators, even when 

there have been a couple of strings hooked up resembling a cap on officers’ compensation. Right 

here, and this can be a level of regulation raised by Willett, management was transferred to a 

single entity, the FHFA which, because it seems, was unconstitutionally structured acted as a 

receiver as an alternative of a conservator. And funds have been made a single shareholder, 

Treasury. That is the primary cause why there was no things like the Third Modification hooked 

up to TARP funds – this hyperlink to a 2014 Forbes article is a wonderful abstract. 

The second distinction is much more significant with regards to clarify the disparity in 

“taxpayers’ indemnification.” TARP recipients might all purchase again the warrants or different 

devices that had been issued in trade for the loans and ensures. And most banks did, out of 

retained earnings, or their very own inventory issuance. AIG, for its half: 

In January 2011, AIG restructured its obligations beneath this system. As a part of that 

restructuring, the Treasury agreed to trade its present most popular inventory—with a complete 

worth of $48 billion—for about 1.1 billion shares of AIG widespread inventory. As well as, AIG 

drew down greater than $20 billion from the steadiness on its line of credit score to buy most 

popular shares in former AIG subsidiaries from the Federal Reserve Financial institution of New 

York; the rest of the road of credit score was canceled with $2 billion remaining undrawn. Since 

that point, AIG has totally exited the TARP; the corporate repaid its line of credit score, and the 

Treasury recouped an extra $34 billion from the sale of its shares of AIG widespread inventory 

at a median worth of about $31— bringing the full quantity repaid or recovered to $54 billion 

out of the $68 billion initially disbursed. The ultimate web subsidy price to the Treasury of the 

help that was offered to AIG by the TARP was $15 billion.” (web page 6) 

Not solely the PSPA and the Third Modification gouged the shareholders, however they 

prevented, and nonetheless stop Fannie and Freddie from shopping for again the warrants. TARP 

price taxpayers some change, Fannie and Freddie are making them huge bucks. 

Take Fannie. On the present worth of $four, it will price $18 billion to purchase them – there are 

1.15 billion shares excellent (2019 10Q, web page 53), the warrants cowl an 80% possession, 

that means four.5 billion extra shares, time $four per share. Fannie earned $16 billion in 2018. 

QED. 



Whichever approach Treasury desires to chop it, ultimately, Fannie and Freddie can’t be handled 

in another way than the opposite entities concerned within the 2008 disaster. Widespread sense 

oblige, backed up by Court docket’s opinion, and if want be, by the TARP-enabling laws. 

One might counter that HERA, aka the Housing and Financial Restoration Act, too was an Act of 

Congress. It was. The one downside, the FHFA it created was unconstitutional. How might that 

occur, I don’t know, nevertheless it did. 

The very fact is, Fannie and Freddie’s $187 billion have been totally repaid by This autumn, 

2013. Treasury might have made it simpler by permitting them to retain earnings, and 

recapitalize on their very own, however that was Geithner. Why didn’t FHFA DeMarco say one 

thing, I don’t know both. After which there was Mel Watt. 

For these of you much less accustomed to these folks, right here is a few background. Tim 

Geithner was appointed as Treasury Secretary by President Obama, who introduced him in 

November 2008. Regardless of TARP, the market was unfazed and continued to swoon. Geithner 

had been the New York Fed President, supervising many of the US banks who had simply failed 

beneath his watch. For my part, the mix of Geithner, Pelosi, Reid and a return to Keynesian 

economics was what broke the camel’s again. 

DeMarco was a bureaucrat, leaning conservative, directing FHFA from 2009 to 2014. The Third 

Modification was signed beneath his watch, and several other financial institution fits have been 

settled for not a lot. Don’t know why, perhaps due to stress from the Obama Administration. 

That stress to keep up the “receivership disguised as conservatorship” standing grew to become 

fairly obvious beneath the subsequent FHFA director, Mel Watt, North Carolina Senator, 

member of the Progressive Black Caucus, a detailed affiliate of President Obama. 

Backside line, with hindsight and reflecting in your feedback, the story is kind of easy. 

The Courts are lastly seeing by this. The Most popular could also be capped by their name 

provision – undecided about, that since it can require cash to name them at a time when Fannie 

and Freddie try to recapitalize – however the Commons have a hell of a trip to go. Greatest case, 

$16 billion divided by 1.15 billion shares instances a PE a number of of 10 equals $140. Worse 

case, if warrants are certainly exercised – and I argue they will not be- $16 billion divided by 5.5 

billion shared time 10 equals $29. 

That leaves numerous room from the present $four. 

Which brings me to the subsequent subject: Who’s the pilot? Clearly, President Trump. And 

what’s his course? The 2020 Elections. On that rating, there are two camps on the September 13 

thread, however surprisingly each are lengthy GSEs. What they differ on is their stage of 

endurance, their funding horizon, and the belief they put – or don’t – on the president, Calabria, 

and Mnuchin, individually or as a bunch. 

On the psychological aspect, I’m not certified, even when I knew the protagonists, which I don’t. 

However, like everybody else, I’ve an opinion. I view this as white-collar crime. It has been 

uncovered, and eventually dominated unconstitutional by the Appellate Court docket, 12 to four. 



On the heels of this opinion, the DOJ, talking on behalf of the Client Monetary Safety Bureau, 

after years of wrangling, admitted final Tuesday September 17, that it too was unconstitutionally 

structured. For individuals who do not bear in mind, the CFPB was created by the Dodd-Frank 

laws in 2010: 

In July 2010, the President signed into regulation the Dodd-Frank Wall Avenue Reform and 

Client Safety Act (Dodd-Frank Act), Pub. L. No. 111-203, 124 Stat. 1376. The laws offered “a 

direct and complete response to the monetary disaster that almost crippled the U.S. financial 

system starting in 2008. 

Senator Chris Dodd, the #1 recipient of GSE’s donations, retired from Congress in 2011. 

Congressman Barney Frank, additionally a big recipient of GSEs cash, retired in 2013. They 

have been the Democrat leaders of the 2008 Congress, and half and parcel of what led to the sub-

prime mortgage and collateralized debt obligations disaster: 

The very fact is, folks have killed themselves over what occurred – Thierry de la Villehuchet in 

New York[1], Adolf Merkle[2] in Germany. The newest sufferer was 41-years previous David 

Kellerman, appearing CFO of Freddie Mac, who dedicated suicide on April 21st, 2009. Folks 

went to jail – Bernie Madoff[1], Jeff Skilling, Andy Fastow and Ken Lay of Enron, Bernie Ebbers 

and Scott Sullivan of WorldCom, John and Timothy Rigas of Adelphia. Many others have been 

on the brief record. 

To not point out the Politicians who, for some, have been supporters at greatest, deeply 

concerned at worse – Jon Corzine, former head of Goldman Sachs then Senator and Governor of 

New Jersey, Congressmen Barney Frank, and all the opposite Fannie Mae gamers and the like – 

Penny Pritzker, former chairwoman of defunct Superior Financial institution of Chicago[2] and 

chair of President Obama’s 2008 marketing campaign fund elevating, Franklin Raines and Jim 

Johnson, former CEOs of Fannie Mae and advisors to then President-hopeful Obama, 

Congresswoman Maxine Waters, Senators Chris Dodd, Chuck Schumer and Kent Conrad, and 

even Senator Obama, the second largest recipient of Fannie Mae’s marketing campaign 

donations. Simply do a Google search – kind their identify and add Fannie Mae to it, you’ll be 

amazed – I used to be -, and that is an understatement. [Anatomy of The Meltdown, second 

version] 

However I digress, type of. 

I believe Donald J. Trump adopted this intently, then as personal citizen, and now as President – 

that is Housing, 20% of the financial system, and he’s a populist. Extra voters on Foremost 

Avenue than on Wall Avenue. 

For that straightforward cause, I don’t suppose he’ll enable his folks to problem the Court 

docket’s 12 to four choice about FHFA unconstitutionality. Some say it was “partially 

unconstitutional.” There is no such thing as a such factor, it’s constitutional or it isn’t. 

Subsequent, folks fear about Mnuchin, primarily due to his previous foreclosures historical past. 

Honest sufficient. My take is straightforward. He picked Jay Powell, and we all know the 

President’s ideas on that. Mnuchin must play to remain. 



As for Marc Calabria, he is aware of FHFA inside out for having labored on the creation of its 

dad or mum, the HERA laws, and has lengthy advocated for the GSEs to be taken out of 

conservatorship. Most individuals know he labored on the CATO Institute, characterised as 

libertarian, and for Senator Shelby. Few bear in mind he was an economist for the Nationwide 

Affiliation of Realtors, which suggests to me – I’m additionally a Realtor – he has a fairly good 

thought of what works for actual property. And so does the President. 

Which leaves us with the essential valuation query. I’m on document for calling FNMA, 

$three.90, and FNAMT, $13, a double after which some. I’m nonetheless on, and, apart from 

volatility, I see no danger. Unconstitutionality requires treatment. Add to this malfeasance. On 

the finish of the day, FNMA ought to make a normalized $10 to $14 billion, warrants needs to be 

cancelled, or allowed to be purchased again, extra cash reimbursed, and a modicum assure 

charge needs to be set. In accordance with Marc Calabria, the taxpayer mustn’t have been 

concerned within the first place. 

Repeating myself however he Most popular could also be capped by their name provision – 

undecided about that since it can require cash to name them, at a time when Fannie and Freddie 

try to recapitalize – however the Commons have a hell of a trip to go. Greatest case for Fannie, 

say $12 billion together with an express authorities assure divided by 1.15 billion shares 

instances a PE a number of of 10 equals $104. Worse case, if warrants are certainly exercised – 

and I argue they will not – $12 billion divided by 5.5 billion shared time 10 equals $22. 

Going again to my favourite Earnings Yield, a PE of 10 means an EY of 10%. Evaluating this to 

the market EY of much less that 5%, that is a giant danger premium. With an express Authorities 

assure, that will be an enormous premium. $104 for FNMA might sound bizarre in comparison 

with the present $four, however FNMA offered at $70 pre-crisis, on a portfolio of $1.5 trillion 

when the EY was at 6%. It’s now a $three.four trillion portfolio. One and a half time the before-

crisis valuation on a two and 1 / 4 instances bigger portfolio doesn’t sound that bizarre. 

Whichever approach we lower it, the ultimate say is within the courtrooms, both in Collins, with 

Decide Atlas, or Sweeney, or another case, or all the way in which to the USCC. You will not 

have to carry your breath for much longer. 

 


