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Dear Sirs, Mesdames:
Re.: A Large Gap in Global TBTF Reforms

We write in reference to the announcement of the “Evaluation of too-big-to-fail reforms” in your
memorandum of May 23, 2019. We respectfully point out that, while the 3 july 2017 Framework refers
broadly to evaluating “G20 Financial Regulatory Reforms,” and the May 23 Summary Terms of Reference
refer to SIFls broadly, the May 23 press release calls for evaluation only of Systemically Important Banks.

We urge that FSB solicitations with respect to evaluating TBTF reforms must address SiFis that are not
Banks. It could be that, without saying so, that is the intention of the FSB, and we are submitting this
comment letter just to be sure. Specifically, we recommend that this Evaluation must include the
obviously TBTF firms, Fannie Mae and Freddie Mac.

As is well known, these two grossly undercapitalized firms failed and were bailed out in the financial
crisis of 2008, having become one of the most vulnerable points in the financial system.

Fannie Mae and Freddie Mac today have $5.5 trillion in combined assets, representing half the credit
risk of the massive U.S. mortgage market. They are unquestionably systemically important, but they
have not been designated as SIFls by the U.S. Financial Stability Oversight Council. On the merits, this
seems highly surprising. We believe it represents a major gap in the global response to implementing
global systemic risk and TBTF reforms, which the Evaluation should address.

We suggest the following points from your terms of reference are particularly relevant:

1. “The TBTF problem arises when the threatened failure of a SIFl—given its size,
interconnectedness, complexity, cross-border activity or lack of substitutability—puts pressure
on public authorities to bail it out using public funds.”

Fannie Mae and Freddie Mac displayed at the time of their failure and display now the attributes of
extremely large size, interconnectedness, complexity, cross-border activity and lack of substitutability.



As demonstrated by the history of the financial crisis, public authorities not only felt overwhelming
pressure but did in fact bail them out with $190 billion of public funds.

2. “G20 leaders endorsed the FSB framework for Reducing the moral hazard posed by SiFls.”

Fannie Mae and Freddie Mac continue to represent enormous moral hazard. Since they are now even
more dependent on the U.S. Treasury’s implicit guarantee than before, the moral hazard they represent
is even greater than in 2008.

3. “The evaluation will focus on...requirements for additional loss absorbency through higher
capital buffers.”

Fannie Mae and Freddie Mac are much more highly leveraged than TBTF banks were in 2008, and now
have far less capital than before their collapse. In fact, their equity capital is virtually zero. As of March
31, 2019, their combined capital ratio is a risible 0.2% and they are hyper-leveraged at 500 to 1.

4, "The evaluation will cover...cross-border and cross-sectional effects.”

Fannie Mae and Freddie Mac’s $5.5 trillion in mortgage-backed securities. and debt are sold and traded
in global capital markets.

5. “The FSB will engage with relevant stakeholders (market participants, academics, civil society,
etc.).”

It would be a pleasure to provide any further information which would be helpful in adding Fannie Mae
and Freddie Mac to the scope of the Evaluation.

With sincere thanks for your consideration,

Respectfully submitted,
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Alex J. Pollock Thomas H. Stanton
Distinguished Senior Fellow Fellow )
R Street Institute Johns Hopkins University
Washington, DC Washington, DC
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