
 

 

FANNIE AND FREDDIE: THE CULPRITS BEHIND THE NEW FORECLOSURE CRISIS 

Nearly five years after the collapse of the housing market, millions of Americans are still facing the 

foreboding prospect of foreclosure, despite qualifying for the federal program intended to prevent them 

from losing their homes. 

The situation would be troubling enough if the driving force behind this wave of evictions were simply 

rogue national banks, unwilling to work with homeowners who have fallen behind on mortgage 

payments.  But the situation is actually worse than that. 

As it turns out, the main culprit here are the government-backed entity known as Fannie Mae and 

Freddie Mac.  Ironically enough, these are the same entities charged with administering the much-

heralded loan-modification program implemented by the Obama Administration at the height of the 

housing and financial crisis, in the midst of the Great Recession.   

These entities hold the hopes and dreams of millions of American working families in their hands.  

Known as the Home Affordable Modification Program (HAMP), the initiative was intended to help  

families with income struggling under the weight unaffordable mortgage payments. 

The rationale is simple enough: both borrowers and their actual lenders get on with their lives or 

business with performing loans; qualified borrowers remain in their homes; local neighborhoods remain 

stable; banks avoid holding scrolls of defaulted loans and vacant properties on their books.   

Shockingly, Fannie Mae in particular has taken a hard-line position against granting loan modifications to 

struggling homeowners.  So why would Fannie Mae work to undercut the very program it is supposed to 

advance; opting for foreclosure auctions and evictions, instead of helping to keep working families in 

their homes?   

The situation began in October 2008, when Fannie Mae was placed at the helm of managing the 

unwinding of residential mortgage backed securities (RMBS) via government conservatorship.  With the 

handing over of billions of dollars of TARP funds by the Treasury Department to Fannie Mae as part of 

the Wall Street bailout, overnight, Fannie Mae became the primary owner of an additional $200 billion 

of toxic RMBS – pools of individual home loans of millions of families facing foreclosure.   

 

Then, as Sheila Blair, former FDIC Chairwoman, describes in her tell-all book, “Bull By The Horns,”  the 

creation of HAMP in 2009 left Fannie and Freddie “hopelessly conflicted” when it came to the question 

of helping homeowners:  Once the housing market collapsed and the government instituted HAMP, 

Fannie and Freddie found themselves facing a quandary:  As major Triple A investors on subprime RMBS 

before the financial crisis in 2008, and the government designated repositories of toxic RMBS during the 

financial crisis, every loan modification the two agencies granted to a borrower came with the potential 

of cutting into their handsome returns from foreclosure on individual home loans in each pool. 



 

 

So instead of modifying loans, Fannie Mae has been foreclosing on those loans, building what it now 

proudly describes as a “Strong New Book of Business” of single-family homes acquired since 2009.  Yes, 

2009 – the same year Fannie Mae began administering HAMP.  Fannie Mae reported that as of December 

31, 2012, it acquired close to 400,000 single-family homes (at an aggregate book value of $12 billion).   

Fannie and Freddie are even more in the business of actively evicting taxpaying families, who qualify for 

HAMP, from their homes.  There lies the painful irony (at least for homeowners); and the tactics 

employed by Fannie and Freddie are clandestine and appalling, as many homeowners are discovering 

each day. 

Fannie and Freddie remain anonymous and in the background, as the various banks actually servicing 

loans in their portfolio break the bad news to borrowers applying for modifications:  the “investor” 

(which jargon foreclosing attorneys employ to avoid specifying Fannie and Freddie) does not participate 

in HAMP, does not permit modifications or cannot be identified (even when ordered to by a court of 

law).  Such denials are known as the infamous “investor restriction” denial.   

If the property is the subject of a foreclosure proceeding, more often than not, the intent of the investor-

restriction denial is to cajole the court system to move the foreclosure process towards an auction of the 

property.  At the auction, the bank servicer bids up the property to ensure that it is the winning bidder 

on behalf of Fannie or Freddie (the elusive investor).  The revelation of this fact occurs at the eviction 

phase, when Fannie or Freddie moves in housing court to evict the family. 

Needless to say, this revelation is quite shocking and disheartening to homeowners, courts, attorneys 

and housing counselors who have been expending resources to keep families in their homes, on the 

hope of HAMP.  Carl Tripp and his wife’s tale tells the foreboding story of the deliberate and concerted 

campaign to thwart the loan modification process for eligible homeowners:  Karen lost her job in 2008.  

Although Carl, a veteran, has worked with the US Postal Service since 1983, and the couple collects 

rental income, they fell behind on their mortgage.  In 2009, JPMorgan Chase offered them a HAMP trial 

modification; the couple made the required three monthly payments and then an additional six monthly 

payments at Chase’s insistence to qualify for a permanent modification.   

Over a year period, the couple appeared in nine settlement conferences before the Queens County 

Supreme Court with their attorney, Alice Nicholson, and made numerous submissions of additional 

income documentation, under the auspices of the court mediation process, in an effort to avoid a 

foreclosure auction of their home.  Meanwhile, arrears kept mounting.  Chase then announced in court 

proceedings, in 2013, that the Tripps application for a permanent modification was denied for no logical 

reason.   

Despite the fact that Chase’s denial is illegal, the court then granted Chase the right to auction the Tripp’s 

home, and then granted Chase’s request to substitute Fannie as the actual foreclosing party for the 

auction.  The Tripps are now shocked that Fannie Mae was the party directing the run around all along, 

and is now the foreclosing party.  Most homeowners see Fannie as an arm of the federal government. 



 

 

Key federal agencies with control over Fannie and Freddie appear to have been influenced by the hype of 

real estate and mortgage industry participants since 2010 that the national economy can only turn 

around through the active marketing and sale of foreclosed properties.  Fannie and Freddie have been 

positioned to lead this  market.  Federal agencies are thus looking the other way.  

So what is the answer to this crisis and quandary?  One thing that the Obama administration and 

Congress can do is reign in Fannie and Freddie -- enact legislative or regulatory remedies to compel them 

to fulfill the goal of HAMP – keep eligible families in their homes.  

Otherwise, the folly of the current situation will continue—with tragic results for the once American 

middle class, who are working family homeowners, from all walks of life, who have been looking to the 

federal government for help since 2009. 

States attorneys generals and the U.S. Justice Department have worn themselves out trying to compel 

national banks that service loans for Fannie and Freddie to comply with HAMP and state laws.  Fannie 

and Freddie remain untouchable.  With Fannie and Freddie in command, millions of American families 

continue to lose their homes, despite national and state policies to the contrary.   
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