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What do the Federal eection results mean to landlords?

By John Dickie, President, CFAA

For private landlords the federal election
campaign produced mixed results. As
compared with the goals the CFAA seeks
to achieve, the election was generally
positive for housing policy, but negative
for tax policy.

Housing issues

Despite the efforts of the housing activists
to make it an issue, the Chousing and

poverty issuelJdid not receive much attention.
The Conservatives were not drawn into any
expensive promises to build new [&ffordablel]
housing. They renewed three current housing
programs which were to expire in March
2009. The commitment is $387.9 million per
year, divided fairly evenly among:

Residential Rehabilitation Assistance

(Continued on page 2)

Defective Government Housing Policy behind current world financial woes
By Terrance Corcorran (extracted with permission from the National Post)

[The] proximate trigger for the
[worldwide] financial meltdown isthe U.S.
subprime housing fiasco, and the roots of
that crisis offer pure examples of govern-
ment failure and regulatory policy run
amok.

In CAnatomy of a Train Wreck: Causes of
the Mortgage Meltdown(I(a chapter in the
forthcoming book, Housing America), Uni-
versity of Texas economics professor Stan
J. Liebowitz documents the deliberate gov-

ernment policies that were brought in to de-
stroy U.S. mortgage lending standards, pillage
banks and socialize risk.

It begins with the idea, long held among ac-
tivists, that [the former] U.S. mortgage lend-
ing practices prevented home ownership
among low income and certain racial groups.
Banks and other lenders, following normal
and prudent lending standards, were accused
of discrimination. The solution: Relax lending

(Continued on page 7)

Que signifient les r@ultats de | [@ection f@dli@ale pour les propridaires?

de John Dickie, pr@&ident, FCAPI

Pour les propri@aires, la campagne decto-

rale fdi@ale a produit des r&ultats mitigds.

Comparativement aux objectifs que cher-
che Datteindre la FCAPI, | [@ection a @d
plutlt positive quant Cla politique du loge-
ment, mais ndative relativement Ula poli-
tique fiscale.

Questionsrelatives au logement

Malgrdles efforts des militants du loge-
ment pour en faire un enjeu, la question

« du logement et de la pauvret@» a suscitdpeu
d@ttention. Les Conservateurs nlont pas @J
emmen@ faire des promesses colteuses
pour construire de nouveaux logements
« abordables ». Ils ont toutefois renouvel @
trois programmes de logement courants qui
devaient prendre fin en mars 2009. L [éngage-
ment s[@evant [1387,9 millions de dollars par
ann est rparti @alement entre les program-
mes suivants :

(suite Ola page 4)




Election Report, contld

(Continued from page 1)
Program (RRAP);

e Homelessness Partnering Strategy;
and

e Affordable Housing Program.

CFAA isvery much in favour of

Rental RRAP, and wishesits funding
were increased. CFAA isaso in favour
of the Homel essness Partnering
Strategy, athough we have some small
concerns about the program design.

CFAA isasoinfavour of an
Affordable Housing Program, but we
want it to be reformed so that federal
funding can flow into portable housing
allowances and other income-based
programs (such as rent supplements) or
into repairs of the existing social
housing stock, rather than being
restricted to subsidies for building new
[affordablelIhousing. See CFAALS
policy document on portable housing
allowances at www.cfaa-fcapi.org.

In the Conservatives[e ection platform
the renewal of those housing programs
is for two years. The government will
likely review the program designs
during the next two years, and CFAA
will take part in any such reviews.

Tax issues

Considering the government(s fiscal
situation, the likelihood of gaining tax

deferral on reinvestment in rental
property seems low in the near term.
CFAA will still seek to advance that
issueasalong termgoal. See
CFAATS policy document on tax
deferral on sale and reinvestment at
www.cfaa-fcapi.org.

Thereis keen interest from some
CFAA supporters on theissue of GST
on self-supply in the construction of
rental buildings. CFAA advocates the
use of the cost plus method to
determine the value on which that
GST should be paid. That would
promote certainty and reduce

devel opersLTisk, thereby encouraging
rental development. Asit stands, CRA
determines the value based on
appraisals, which may produce a much
higher value (and thus a higher amount
of GST) based on the value units have
as condominiums. CFAA decided to
strike atask forceto assist CFAA
members to lobby on thisissue.

Ener gy policy

With the defeat of the [Green Shift(]
plan for afederal carbon tax, the
immediate concern about a negative
federal energy/tax policy has receded.
However, BC still hasits carbon tax
that negatively affects landlords, and
CFAA will still address energy issues
asthey affect landlords. The
Conservatives are committed to a [tap
and tradellsystem to reduce
greenhouse gases. That will be

developed over the next few years,
apparently for implementation in 2012,
Landlords need to ensure that such a
new system treats our industry fairly,
and CFAA will work toward that goal.

Thereis willingness among
governments to help all sectors
improve their energy efficiency and
[GreenUlandlords get good PR. The
CFAA isworking to develop an
environmental policy and gather
intelligence before deciding what
resources to put into lobbying on this
issue.

What can landlords expect from the
Government?

The renewed Harper minority
government will be preoccupied by the
current economic situation. For the
most part, the government made only
low-cost promises, and even those can
be expected to be delayed, unless they
serve to assist in the management of
the economy. Given the government(s
fiscal situation and the current public
expectations about government
deficits, it isunlikely that there will be
much new federal money for housing
or for any significant tax reductionsin
the near future. Asissues affecting
landlords arise, CFAA will continue to
seek appropriate federal government
action.

2009 CFAA Conference I nvitation] May 6-8 in London

CFAA has scheduled its 2009 Annua
Conference in London, Ontario, from
May 6 to 8. For most people, the Con-
ference starts with the Welcome Din-
ner in the evening of Wednesday, May
6; continues with the Association Con-
ference on Thursday, May 7; and ends
with the Policy Conference on Friday
morning, May 8. Official association
representatives will also attend the
CFAA AGM and face-to-face Board
meeting on Friday afternoon, May 8.

On Thursday, in conjunction with the
CFAA Conference, CFAA and the

London Property Managers Associa-
tion (LPMA) will be holding a Trade
Show, which will include 20 or more
supplier booths and presentations of
great relevance to landlordsCJoperations
and investments. CFAA[S policy con-
ference will likely address the new On-
tario poverty reduction strategy to be
announced in December 2008, and
how it compares to the poverty reduc-
tions strategies of other provincesin its
effects on landlords and tenants.

Members of all CFAA member asso-
ciations can attend the CFAA Confer-

ence and Trade Show free of charge.
(Due to the sale of sponsorshipsto sup-
port the Conference, some restrictions
apply to supplier members.)

Please register now to attend the 2009
CFAA Conference. For more informa-
tion, aregistration form or to learn
about sponsorship opportunities, please
contact CFAA at events@cfaa-
fcapi.org or at (613) 235-0101, or visit
CFAAI[S website, www.cfaa-fcapi.org.

If you are interested in sponsoring our May 2009 Conference, to be held in London, Ontario, please contact
Erin Wallace, CFAA Event Coordinator at events@cfaa-fcapi.org or by calling (613) 235-0101.




|
Landlord Licensing Rejected in Favour of Pro-Active | nspections

By Chris Becker, CFAA Vice-President

Several large municipalitiesin Ontario
have recently considered enacting
licensing regimes for landlords.
However, evidence suggests that
municipalities should use existing
enforcement mechanisms to regulate
landlords as opposed to introducing
costly new licensing programs.

Currently, British Columbia, Alberta,
Saskatchewan and Manitoba license
third party managers largely to protect
owners, by policing the managersCtrust
accounts. Across Canadathere are
only afew examples of municipalities
which require licenses for ownersto
own or operate rental propertiesas a
means of tenant protection.

The City of Toronto recently
considered licensing landlords for
tenant protection. The Greater Toronto
Apartment Association (GTAA) and

the Federation of Rental-housing
Providers of Ontario (FRPO) successfully
opposed this effort. Instead of licensing
landlords, the City of Toronto has chosen
to use anew Multi-Residential Apartment
Building (MRAB) audit program to
conduct proactive inspections of publicly
and privately owned buildings across the
city. The MRAB programis set to begin
December 1, 2008 and will use existing
staff and enforcement mechanisms. If the
landlord does not address an inspector(s
concerns promptly, the City of Toronto
will charge afee of $60.00 per hour for
each visit after the second inspection.

The City of Ottawa also recently
considered licensing landlords. On
October 2, 2008, an Ottawa City
Committee directed the city staff to
examine best practices for licensing
landlords. However, on October 22,
2008, the full City Council amended this

directive so that staff are not to
investigate licensing, but rather to
examine more effective ways to deal
with problem properties.

In the debate, the Eastern Ontario
Landlord Organization (EOLO)
pointed out that if applied to all
properties, license fees would be
passed onto tenantsin the form of
higher rents. Members of Ottawa City
Council agreed that any new
licensing program would also be
costly for taxpayers and the
additional red tape for landlords
would impact negatively on the
supply of rental housing.

Councillors also agreed that licensing
would duplicate existing tenant
protection programs. As EOLO
pointed out, property standards can

(Continued on page 8)

Mayor[$ Tower Renewal to Upgrade Aging Apartment Towersin Toronto
Extracted from www.towerrenewal .ca/news_detail .php?id=5

The environment and residents in
Torontols 1,000 concrete dab
apartment towers will be the
beneficiaries of the Mayor[s Tower
Renewal, an ambitious new project
unveiled in September by Mayor
David Miller.

[(Mayor[s Tower Renewal will bring
building upgrades, community
reinvestment and greening initiatives,
which will foster vibrant communities,
and significantly reduce greenhouse
gases throughout any city,[said Mayor
Miller. Ot will also place new
expectations of complete and

sustai nable communities upon our
neighbourhoods, and will provide a
variety of toolsto create positive
change.l

Built in the 1960s and 1970s, concrete
slab construction towers are found in
cities around the world O from
Chongging to Chicago O with more
than 1,000 located in Toronto. Mayor's
Tower Renewal focuses on delivering
social, economic, cultural and

environmenta benefits by renewing
concrete high-rise residential towers.

The most significant element isthe re-
cladding the high-rise buildings in away
that reduces energy use by 50 per cent or
greater while decreasing greenhouse gas
emissions by three to five percent for the
entire urban area. But Mayor's Tower
Renewal is expected to do much more,
including:

increase on-site small-scale retail and
markets

e provideimproved space for
neighbourhood interactions

e ingtall solar, wind and geothermal
energy and green roofs

e |ncrease water conservation and on-
site management of waste

increase the demand for locally-
produced green technol ogy

e foster community gardens and urban
agriculture at the sites

[(Mayor's Tower Renewal offersan
exciting opportunity to do the right thing

for the environment, the right thing
for neighbourhoods and the right
thing for people by making cities
more liveable and prosperous,said
Mayor Miller. [Cleaning up the air is
the issue of our time; maybe of al
time. As Canadals biggest city we
have an opportunity and an obligation
to lead by example.O

More information on Mayor[$ Tower
Renewal isavailable at
www.towerrenewal .ca

CFAA Editorial Note: Thetowers
areripe for redevelopment to
integrate theminto the surrounding
communities because restrictive
zoning rulesrequire significant green
space, and that currently sterile green
space cuts most of the towers off from
the neighbourhoods they should be
part of. While currently prohibited
by the zoning by-laws, urban
agriculture may be a useful step
toward the sustainability of cities.



Quesignifient lesr@ultats de
| [@ection fdi@ale pour les
propri@aires? (contlu)

(cont[i dela page 1)
e Programme dldide Olaremise en
@at des logements (PAREL),

e Strai@jie des partenariats de |utte
contre I[itin@ance, et

e Programme de logements Oprix
abordable.

LaFCAPI est trksfavorable au PAREL
et souhaite que son financement soit
augmentd Elle appuie auss |a Stratdjie
des partenariats de lutte contre I [itin@
rance, bien qulélle soit pré@ccup@
guelque peu par lastructure du pro-
gramme.

LaFCAPI est @alement favorable au
programme de logements Cprix aborda-
ble, mais elle souhaite qulil soit refon-
du afin que du financement f@i@al
puisse (e accorddaux programmes
dlindemnit@ de |logement transf@ables
et Ud@Butres programmes fond@ sur le
revenu (comme les programmes de sup-
pl@nents de loyer) ou Dlar@aration du
parc de logements sociaux existant,
plutlt que dl@&e r&erv@dUla construc-
tion de nouveaux logements

« abordables ».

Quegtionsrelatives Olafiscalitd

En regard de la situation fiscale du gou-
vernement, il est peu probable d'obtenir
Ocourt terme le report fiscal des recet-
tes de vente dimmeubles locatifs et leur
remploi. Toutefois, comme objectif [
long terme, laFCAPI veillera Ofaire
avancer ledosser.

Quelgue membres de la FCAPI ont si-
gnaldleur vif intd@Epour la question

concernant la TPS appliquée selon les
rtgles de fourniture Osoi-m@&e, dansle
cadre de la construction dimmeubles [J
logements. Les ddenseurs de laFCAPI
utilisent la m@hode du cof% major@pour
dderminer le montant qui permet de cal-
culer laTPS Opayer. Celafavoriserait
une plus grande certitude, rddluirait le
risque des promoteurs immobiliers et
ains encouragerait le ddveloppement
immobilier locatif. Actuellement, |[A-
gence du revenu du Canada ddiermine la
valeur diin immeuble en fonction des
estimations, ce qui peut | [@mener Ofixer
une valeur beaucoup plus @ev (et ains
un montant de TPS plus @evd selon la
valeur des unit@, comme les copropri@
t&. LaFCAPI adonc form@un groupe
de travail pour aider ses membres Clexer-
cer des pressions afin de ridjler ce dos-
sier. Letravail adgUcommencd Si vous
souhaitez participer au groupe de travail,
veuillez envoyer un courriel pour signa-
ler votre int@@E[president@cfaa-

fcapi.org.

Politique @her gdique

O lasuite de la d@aite du « Plan vert »
pour fixer une taxe fd@i@ale sur le car-
bone, les prdbccupati ons soul evs par
une politique fiscale et Ghergdique fA@A
rale se sont att@huds. Toutefois, la
FCAPI continuera Caborder les ques-
tions relatives Ol [@hergie qui les prdbe-
cupent. Les Conservateurs se sont enga-
0@ Ladopter un m&anisme de plafonds
et di@hange de crdlits pour r@luire les
gaz [effet de serre. Ce m&anisme sera
@abor@au cours des prochaines années
et instaur@apparemment en 2012. Les
propridaires diimmeubl e doivent siassu-
rer quluin tel m@anisme rdisse notre
industrie de falon @juitable, et la FCAPI
ferales efforts n@essaires pour atteindre

cet objectif.

L es gouvernements semblent vouloir
aider tous les secteurs Dam@iorer leur
efficacitddhergdique et les propridai-
res diimmeuble « verts » ont la cote.
La FCAPI @abore actuellement une
politique environnementale et collecte
des donn@es pour dderminer lesres-
sources Uaffecter au lobbyisme pour
traiter ce dossier. S vous souhaitez
participer Cce projet, veuillez faire
parvenir un courriel pour signaler votre
int@@Ebradb@gtaaonline.com. Brad
Butt dela GTAA (Greater Toronto
Apartment Association) pr@idele
groupe detravail sur la politique envi-
ronnemental e et @herg@dique de la
FCAPI.

Les propridaires dlimmeuble peu-
vent slattendre Jquoi dela part du
gouvernement et dela FCAPI?

L e nouveau gouvernement minoritaire
de Stephen Harper sera prdccupdpar
la situation @onomique actuelle. Ctant
donn@s la situation fiscale du gouver-
nement fd@ldal et |es attentes actuelles
des citoyens Ul'@ard des ddicits, il est
peu probable que le gouvernement prd
voit de I[@rgent neuf pour le logement
ou pour toute rduction fiscale impor-
tante dans un avenir rapproch@

Au fur et Omesure que de houvealx
dossiers concernant les propridaires
surviennent, la FCAPI continuera []
inciter le gouvernement [lagir pour le
mieux-&e des propridaires, des loca-
taires, desfournisseurs de l'industrie et
des contribuables.
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ecOENERGY Retrofit I ncentives Expanded to I nclude Larger Buildings

Natural Resources Canadall http://mwww.nrcan-rncan.gc.ca/convelements/i ssues/28/ecoener gy-eng.php

Therel$ good news for businesses and
public institutions that own, manage or
lease buildings with 10,00020,000
square metres of floor space. They can
now join homeowners and industry in
applying for federal funding to invest
In energy-saving upgrades, such as
installing efficient lighting, building
automation control systems or upgrad-
ing heating, ventilation and cooling
systems.

A wide range of commercia and insti-
tutional buildings are eligible
[including multi-unit residential build-
ings that have a common entrance and
are a least four stories above ground,
or have a common entrance with a
ground-floor footprint of at least 600
square metres (6458 square feet)].

The ecoENERGY Retrofit incentiveis
based on the lesser of $10 per giga-
joule (GJ) of estimated annual energy
savings or 25 percent of eligible pro-
ject costs. The maximum incentive is

$50,000 per project and $250,000 per
recipient over the duration of the pro-
gram.

For aretrofit project to qualify for an
incentive, the building must be at least
five years old and have been occupied
for the last three years. Also, a pre-
project energy audit must be completed
for each building by a qualified en-
ergy-efficiency evaluator, typically an
experienced Professional Engineer or a
Certified Engineering Technologist.
Once a project proposal is accepted by
the Government of Canada, it must be
completed within the following 12
months or, for buildingsin the Y ukon,
Nunavut and the Northwest Territories,
18 months.

The results of this ecoENERGY Retro-
fit program will be substantial. By
March 31, 2011, it is expected to have
helped reduce 1.4 million GJ of energy
and/or 0.133 megatonnes of green-
house gases in buildings across Can-

ada.

The program is scheduled to run until
March 31, 2011. The current applica-
tion period runs until February 27,
2009, with additional application peri-
ods to follow immediately afterward.
For more information and to find out
how you can apply, visit the
ecoOENERGY Retrofit Incentive [J
Small and Medium Organizations Web
Siteat
http://ecoaction.gc.calecoenergy-
ecoenergie/retrofitsmo-renovationpmo-
eng.cfm or contact a representative at
1-877-360-5500.

Similar incentives for homeowners and
industry are available through the
ecOENERGY Retrofit JHomes and the
ecOENERGY Retrofit Incentive for
Industry programs.

CFAA Editorial Note: NRCAN is stat-
ing that CAverage approval times are
now 6 to 8 weeks after you submit a
properly completed application.]

Energy Efficiency Incentives Now Easier to Access for New Brunswick Building Owners and Managers
Natural Resources Canadall http://nrcan.gc.ca/media/newcon/2008/200853s-eng.php

Building owners and managersin
New Brunswick can now make a sin-
gle application for financial incentives
to increase their energy efficiency to
both the Government of Canada and
the Province of New Brunswick.

Applications to Efficiency NB's En-
ergy Smart Commercial Buildings
Retrofit Incentive Program [which
includes large multi-residentia build-
ings] will now be automatically con-
sidered for the Government of Can-
ada's ecoENERGY Retrofit program.

"Thisis great news for many organi-
zationsin the province, which now
can benefit from more funding with
less paperwork. Today's announce-
ment is a clear reflection of Efficiency
NB's ongoing successin devel oping
client-focused energy-efficiency pro-
grams that deliver measurable re-
sults," said the Honourable Jack Keir,
New Brunswick Energy Minister.

Offering the most comprehensive suite
of energy-efficiency programs of any
jurisdiction in Canada, Efficiency NB
continues to work on innovative pro-
gram design and delivery to meet the
goals of reducing energy consumption
and greenhouse gas emissions. The
agency has an approved annual budget
of $26 million to assist New Bruns-
wick homeowners and commercia and
industrial clients with building and ret-
rofitting for maximum energy efficien-
cies.

Interest in the Efficiency NB Energy
Smart program is growing, and over
200 commercial buildings have taken
the first step toward completing a pre-
project energy audit. With this new
initiative, it will be easier than ever for
building owners and managers to
maximize their energy-efficiency po-
tential. New Brunswick isthefirst
province to collaborate to offer com-
mercial building owners and managers

asingle entry point to both the provin-
cial and federal programs.

By applying for incentives from both
programs, organizations can receive up
to $25 per gigajoule of estimated en-
ergy savings for a maximum combined
incentive of $100,000.

In addition to the Government of Can-
ada's $375-million ecoENERGY Effi-
ciency Initiative, which includes
ecoENERGY Retrofit, the federal gov-
ernment has committed $1.5 billion to
renewable energy sources and $230
million to accel erate the devel opment
of the next generation of technologies
that will allow Canadians to produce
and consume energy more cleanly.

For more information on Efficiency
NB, visit
www.efficiencynb.ca/business-e.asp or
call Efficiency NB at 1-866-643-8833.
More information on the Government
of Canada's ecoENERGY initiativesis
available at www.ecoaction.gc.ca.
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Calgary Apartment Association Partners with CMHC on Turnover Rate Survey

Provided by the Calgary Apartment Association

In June 2008, the CAA partnered with
CMHC to conduct their second
Turnover Rate Survey. BrendaMullis,
CMHC Business Analyst, Prairie &
Territories Business Strategies,
analyzed all of the datathat was
submitted by CAA[LS members and then
compiled the report.

Survey Objective

The survey measured the turnover rate
in rental apartment buildings in Calgary

and identified the major reasons behind
theturn over.

The survey moves beyond the issue of
vacancy (high or low), which issimply
asnapshot in time, and speaks to the
movement within rental homes
throughout the year.

The reasons for turnover provided in the
survey paint a different picture than the
public perception in explaining why
units turnover. Throughout 2007, those
advocating for rent controls pushed the
message that rents were increasing too
fast and were too high, and that they

were forcing people onto the street.
Those advocates claimed that rents were
the primary reason why people were
leaving their homes. The survey results
clearly indicate that that was not the case.

Overall Results

The survey was sent to the membership
of the Calgary Apartment Association.
Responses were received from 49
building managers accounting for 8,027
apartment units across Calgary. Unit
sizes ranged from bachelor apartments to
three-bedroom suites. Of the 8,027 units,
managers reported approximately 3,027
units turned over in 2007 (January to
December), resulting in an average
turnover rate of 38%.

Participants were also asked to report the
three main causes of turnover. The most
common reason reported for the move
outs was tenants moving out to purchase
either a condominium or house. The
second most common reason was due to
job relocation, and the third reason why
tenants moved out was due to financial

constraints resulting from increasesin
rent.

Individual Zone Results

Information was compiled for 9 zones.
Among the different zones, the
turnover rate ranged from 21% to 47%.
The survey results indicated the
reasons and which type of unit
accounted for most of the turnover in
each area.

CFAA Editorial Note: It should be
noted that the absence of rent control
contributed greatly to the continued
availability of rental units for
Calgariansto move into. In places
with rent control, excess demand
causes turnover ratesto plummet
during economic booms thereby
creating drastic rental housing
shortages. The problem of such
shortages falls most heavily on low-
income households with the result that
rent controls actually hurt the very
people they are alleged to help.

Manitoba Landlords Raise Money for the Homeless

Members and guests of the Professional
Property Managers Association held
their 10th Annual Golf Tournament on
Thursday, June 19, 2008 at Lartersat St.
Andrews followed by atraditional
[(Duffer Buffetd PPMA is proud to be
associated with The Ladybug
Foundation Inc. and donated
$10,165.18, the net proceeds from the
tournament to the foundation.

The Ladybug Foundation Inc. isa
Canadian non-profit registered
charitable foundation raising awareness
and funding support for registered
frontline charitable organizations across

Canadathat [touch a homeless person
in the next 24 hoursl]

PPMA thanks Committee Chair Paul
Kochanski, his committee and the
volunteers who participated to help
make this year[s$ event successful.
PPMA also thanks its members who
contributed to the golfer gift bags,
bottles of water, photography and to
the firms and individualsfor their
financia contributions, contest and
team prizes.

Founded in 1984, PPMA isanon-
profit organization representing the
interests of its members by improving
and advancing professiona standards
through monitoring and proposing
changes to existing and proposed
legislation in Manitoba.

For more information, go to
Www.ppmamani toba.com.

Numerous other members of CFAA

hold golf tournaments to raise money
for worthy charities across the country.

Ron Maurer, winner of the [Best
Dressed Duffer [ contest



Defective Government Housing
Policy behind current world finan-
cial woes (contldl)

(Continued from page 1)

standards. One step aong that road
was the 1970 U.S. Community Rein-
vestment Act, forcing banks to lend
equally to al geographic areas, regard-
less of risk.

A later pivotal event in the declinein
lending standards, according to Prof.
Liebowitz, came after 1992 when the
Federal Reserve Bank of Boston con-
ducted a study that purported to show
that racial and income discrimination
in mortgage lending continued to exist.
It accused lenders of applying
Carbitrary or unreasonable measures of
creditworthiness.[]

Prof. Liebowitz says the study was
based on Chorribly mangled datalJand
was riddled with errors. But it was po-
litically correct, and it rose to become
the basis for new national mortgage
lending standards that ignored essential
principles of mortgage lending. Lack
of credit history should not be a nega-
tive factor. Traditional income-to-loan
ratios of 28-t0-36% should not apply to
low-income individuals. Maybe 50%
would do. Lenders should not dis-
criminate against certain sources of
income, such as short-term unemploy-
ment insurance benefits.

Says Prof. Liebowitz, CAs you might
guess, when government regul ators
bark, banks jump. Banks began to
loosen lending standards. And loosen
and loosen and loosen, to the cheers of

politicians, regulators and GSEs.[J

GSEs are Government Sponsored Enti-
ties, U.Sfederal agencies charged with
lending and insuring mortgages. Fannie
Mae and Freddie Mac OJ long charged
with facilitating home ownership [
became out-of-control participantsin
the sub-standard lending explosion that
followed. With the Boston Fed and
other risk studies apparently showing
that low-income mortgages issued under
new lax standards were just as sound
over time as prime mortgages, by 2001
and 2002 the U.S. housing market had
become a subprime rampage. Politicians
in Congress fueled the explosion.

[The GSEs] funded politiciansLinter-
ests, kept mortgage interest rates low
and became government-backed agen-
ciesfor trillions of dollarsin risky mort-
gage lending.

At the end of 2007, the two agencies
accounted for 75% of new residential
mortgage lending. James L ockhart, head
of the Office of Federal Housing Enter-
prise Oversight, which regulates the two
organizations, estimated they would
soon be financing or guaranteeing 90%
of new mortgages, a near monopoly.

On the surface, the mortgage push suc-
ceeded. Home ownership expanded
from 65% to 69%, athough most ob-
servers now believe the whole exercise
was undesirable, an impossible exten-
sion of the American Dream. Therein-
evitably must be essentia financial and
economic limits to home ownership.
The apparent success was based on fun-
damentally unsound regulatory policy
and massive amounts of government-
backed funding.

Therapid and dramatic rise in owner-
ship, fueled by mortgage credit, pro-
duced big increasesin home prices. As
pricesrose, the risk flaws were over-
shadowed. This gave rise to even
greater use of credit, as speculators and
buyers piled onto a credit and owner-
ship machine that seemed to offer no
risk and guaranteed gains. No-down-
payment mortgages or even 110%
mortgages were easily obtained. Rising
prices, fudled by easy credit, spilled
the housing bubble into the prime U.S.
housing market.

Not all funding came via government
and regulatory overreach. Hundreds of
billions were raised through Mortgage
Backed Securities (MBS) and other
risk-distribution vehicles by private
players. But here too heavy doses of
regulatory input and support played a
significant role. The mortgages issued
under new soppy and risky lending
standards were assembled and pack-
aged and then sold as AAA-rated secu-
rities.

Rating agencies were given their
power over investment and lending
decisions by government. Government
required financia institutions such as
insurance and investment fundsto in-
vestment in securities rated by Na-
tional Recognized Statistical Rating
Organizations, approved by the SEC.
Only three met with SEC approval:
S& P, Moody[$ and Fitch.

Says Prof. Liebowitz: [Given that gov-
ernment-approved rating agencies were
protected from competition, it might be
expected that these agencies would not

(Continued on page 8)
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