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the Federal Housing Finance Agency (FHFA) 
continues to pivot on mortgage principal forgive-

ness policy, initiating a new program that would sub-
sidize a permanent reduction of a portion of unpaid 
mortgage principal owed by homeowners. the mort-
gage principal forgiveness program would give pref-
erence to some homeowners already in the Fannie 
Mae-guaranteed and Freddie Mac-guaranteed por-
tion of the housing finance system.

Instead of implementing this new program, the 
FHFA should abolish any policy that expands the 
influence of these two enterprises in housing mar-
kets and support housing-finance reforms aimed 
at shutting down these government-sponsored 
enterprises (gsEs). until Congress passes legisla-
tion that shuts down Fannie Mae and Freddie Mac, 
the FHFA should cease the implementation of its 
new mortgage principal forgiveness program and 
end the financing of any similar mortgage-relief 
subsidies.

The FHFA Continues to Pivot on 
Mortgage Principal Forgiveness Policy

the FHFA’s intervention in the housing-finance 
system since the conservatorship of Fannie Mae 
and Freddie Mac has, in large part, occurred 

through various mortgage relief programs extend-
ed to homeowners. the FHFA’s housing assistance 
efforts predominantly comprise subsidized loan 
alterations through the agency’s direct mortgage 
refinance and modifications programs, as well as 
those it undertakes through the Home Affordability 
Refinance Program (HARP) and the Home Afford-
able Modification Program (HAMP). the FHFA 
received authority under the Emergency Economic 
stabilization Act of 2008 to initiate the mortgage 
modifications and administer loans guaranteed by 
the gsEs.1

generally speaking, the mortgage modifica-
tions aim to reduce the payment terms on loans 
and involve some combination of refinancing inter-
est rates on mortgage loans and adjustment to the 
length of the loan. the FHFA has recently intro-
duced mortgage principal forgiveness options in 
conjunction with its ongoing modification sub-
sidies, including a decision this year to support a 
new principal reduction program for homeowners 
determined by the agency to be in severe distress 
on their loans.

the FHFA forecasts that up to 33,000 homeown-
ers could receive the principal forgiveness subsidy in 
the new program that targets non-performing loans 
at least 90 days delinquent and possessing a loan-to-
value ratio equal to or greater than 115 percent.2 Eli-
gible homeowners would obtain the mortgage prin-
cipal forgiveness on a portion of unpaid principal 
balance (uPB), which cannot exceed $250,000,3 and 
upon maintaining three timely payments during an 
initial forbearance period.4

For example, a homeowner in the mortgage prin-
cipal reduction program holding $150,000 in uPB 
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and receiving 10 percent total principal forbear-
ance would be required only to make interest and 
principal payments on $135,000 after the modifica-
tion—and receive $15,000 in mortgage principal for-
giveness upon qualification.5 By government decree, 
then, the FHFA’s principal forgiveness program for 
qualified non-performing loans backed by Fannie 
Mae and Freddie Mac would, similar to the agency’s 
other subsidized loan modifications, provide certain 
privileged advantages to:

 n Qualified mortgage issuers through subsidized 
business lending activity,

 n select homeowners benefiting from a reduction 
in the repayment term on their respective mort-
gage contracts and an improved level of home 
equity, and

 n Institutions purchasing non-performing loan 
pools, gaining financial advantage in their respec-
tive portfolios.

Unnecessary Government Intrusion into 
the Housing Finance System

the FHFA’s mortgage forgiveness program would 
extend to a limited population of homeowners, and 
any extensive economic effects would be less dis-
cernable than those occurring with any wide-rang-
ing mortgage principal-forgiveness policy.

In fact, even under a broad mortgage principal 
forgiveness scenario, the Congressional Budget 
Office has estimated that there would likely be no 
boost to the economy or change in effective demand 
for housing.6 If distressed homeowners do not expe-
rience any change in their employment status and 
permanent income, then any direct impact the sub-
sidy program may have for homeowners would likely 
be temporary. Indeed, academic research has shown 
that mortgage holders already delinquent on loan 
repayment tend to have continued difficulty main-
taining proper and timely repayment of the home 
loan after various loan failure prevention efforts.7

In any instance, intervening in housing markets 
is not the role of the federal government. the entire 
apparatus of home loan modifications administered 
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through the FHFA during the conservatorship of 
Fannie Mae and Freddie Mac has only expanded 
the influence of the federal government in housing 
markets by pushing mortgages into the government-
guaranteed portion of the housing finance system 
and extending advantages to those already in it. 
While these subsidized mortgage debt-relief pro-
grams may temporarily provide some semblance of 

“stability” to a homeownership experience, the over-
all intervention by the FHFA in the housing finance 
system occurs at taxpayers’ expense, favors some 
market participants over others, and continues to 
hold back a real, market-driven housing recovery.

Abolishing the FHFA’s housing-assistance pro-
grams would help create the conditions for a dura-
ble recovery in housing markets by restoring some 
degree of the market discipline necessary for pru-
dent individual financial decision-making, certain-
ly with reference to decisions related to the choice 
of the level of home loan debt to assume and wise 
investment and mortgage-lending practices among 
investors and financial institutions.

The FHFA Should Not Pursue Mortgage 
Principal Forgiveness

Federal policy that creates special treatment for 
some market participants over others at taxpayers’ 
expense is antithetical to a free-enterprise hous-
ing-finance system. the FHFA should avoid poli-
cies that create moral hazard and expand the fed-
eral government’s influence in the housing-finance 
system, which occurs when the agency advances 
policies that increase the number of mortgages 
backed by Fannie Mae and Freddie Mac and subsi-
dize favored treatment to mortgages already guar-
anteed by the gsEs.

until Congress passes legislation that shuts down 
Fannie Mae and Freddie Mac, the FHFA should 
cease the implementation of the new mortgage prin-
cipal forgiveness program and avoid any similar 
mortgage-relief policy.
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