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Past, Present and Expected Future

INTEREST RATE ENVIRONMENT
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STATE OF THE GSES AND INTEREST RATES

Overnight 2 yr Treas.

5 yr Treas.
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The Fed’s Two Approaches to Monetary Policy

Overnight Fed Funds Rate

Rate influences prime and other indices tied to 
bank loans

Quantitative Easing dubbed “QE”

Active purchasing of longer dated treasuries 
and mortgage backed securities.
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Source: Dr. Donald Ratajczak, PhD., Raymond James & Associates, Inc., Consulting Economist.  Monthly Summary, dated July 11, 2013
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Differences in the Government Sponsored Enterprises (GSEs)

Not all Agencies Created Equally

THE AGENCY MARKET 
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Example I:  Freddie Mac

• The Federal Home Loan Mortgage Corporation (known as 
“Freddie Mac”) is a government chartered, 
stockholder/government majority owned corporation created in 
1970 to increase the availability of mortgage credit for residential 
housing. 

• This is accomplished primarily through purchasing residential 
loans from lenders and pooling them into to MBS which are sold 
in the secondary market
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Freddie Mac Debt Highlights
• Unsecured obligations of FHLMC

• Not guaranteed by the Federal Government

• Issued as senior debt

• Senior debt rated AA+/Aaa Neg./Stable outlook

• Website: www.freddiemac.com
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Diversified and Broad Investor Appetite
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Diversified and Broad Product Offerings



16

STATE OF THE GSES AND INTEREST RATES

Fannie Mae
• The Federal National Mortgage Association (known as “Fannie Mae”) is a 

government-chartered stockholder/government majority owned corporation 
and is one of the largest suppliers of funds for residential mortgage loans. 

• Fannie Mae purchases the mortgage loans from lenders and issues 
mortgage-backed securities (MBS) with the loans as collateral.
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Fannie Mae Debt Highlights
• Unsecured obligations of FNMA

• Not guaranteed by the Federal Government

• Issued as senior and subordinated debt

• Senior debt rated AA+/Aaa Neg./Stable outlook

• Website: www.fanniemae.com
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Major GSEs Outside of Direct 
Mortgage Industry Exposure
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Federal Home Loan Banks
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Federal Home Loan Banks
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• FHLB Update
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FHLB Debt Highlights
• Joint and several obligations of the system banks

• Not guaranteed by the Federal Government

• Issued as senior debt

• Senior debt rated AA+/Aaa Neg./Stable outlook

• Website: www.fhlb-of.com
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Farm Credit
• Federal Farm Credit Bank – FFCB

– Oldest of the GSEs
– Co-operative Structure
– Over $240 Billion in Assets
– Debt Issuance Growing Fast – Becoming Player in Daily 

AA+/Aaa GSE Debt Issuance
– Cumulative Net Income of over $2.5 Billion in each year over 

past 5 years.
– Regulatory Oversight

• Farm Credit Administration – Executive Branch
– Added Protection

• Farm Credit System Insurance Corp
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Farm Credit
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What is Fundamentally Backing Agency Debt 
Issues

• Freddie Mac – Assets of Corporation, primarily undivided retained 
pool of conforming mortgages.

• Fannie Mae – Identical in nature to Freddie Mac.

• Federal Home Loan Bank – Collateralized Advances to Member 
Financial Institutions with Overcollateralization Requirements on 
Bank Assets (Securities including Treasuries, Investments and 
Qualified Loans).

• Federal Farm Credit Banks – Member Loans Backed by Agricultural 
Assets.
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The Mortgage GSEs

Recent Government Intervention
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• Fannie Mae and Freddie Mac

Continue to Function in Conservatorship Essentially in the Same 
Manner

Duration of the Conservatorship rests with the Director of FHFA –
No Defined Timeline

FHFA is Looking for Guidance from Congress/Administration for 
Resolution

Financial Health Was Backed by Unlimited Commitment of Capital 
from the Treasury Department (announced Dec 24th, 2009) 
through Dec. 31, 2012.  Has reverted back to remaining $200 
Billion cap each.
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What About the Credit 
Agencies Viewpoint
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Overall View From the Ratings Agencies

• High level of financial flexibility due to broad access to capital 
markets

• Strong Demonstrated Government Support

• Disciplined approach to managing interest rate risk
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• “Moody’s doesn’t expect the resolution of Fannie Mae and Freddie Mac to have any 
negative implications for bondholders.”

• “Fannie Mae’s and Freddie Mac’s investor base and the GSE’s significant need for 
continued funding from the bond market makes it very difficult to impose losses on 
their bondholders.  Foreign investors purchased $1.3 trillion of Agency- and GSE-
backed securities during the quarter ended Sept. 30, 2009 and material amounts of 
the companies’ debt and MBS are held by central banks.”

• “The costs to the US Government should it decide to impose losses on bondholders 
of GSE debt securities would far outweigh any benefits.”

Source:  Moody’s Investor Service report “Sector Analysis:  Moody’s views on Fannie 
Mae and Freddie Mac”  January 2010

Moody’s Take on Fannie and Freddie
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Structures Types and Characteristics
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Main Structure Types

• Discount Notes

• Bullet Securities

• Callable Securities

• Fixed Coupon Structures
• Step-Up Structures
• Floating Rate Structures
• Step-Down Structures
• More Exotic Structures (Range Notes, Dual Index Floaters, etc.)
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Call Option Features

• Discrete or “Bermuda” Call
– Callable on interest payment dates only by a predetermined call schedule.

• Continuous or “American” Call
– Callable anytime with a specified period of notice (usually 10 or 30 days)

• One Time (1x) or “European” Call
– Callable once after a specified lockout period. For example, a 5-year bond 

which is callable one-time after 2 years.
• “Canary” Call

– A hybrid between a Bermuda call and a European call.

• “Verde” Call
- A structure with frequent calls (quarterly), then spaced out calls,

typically occurring on periodic step dates. Or sporadic calls.
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Seniority Comparison Between Various Agency Structures
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Questions & Answers
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DISCLAIMERS & DISCLOSURES

The information contained herein is based on sources considered to be reliable but is not represented to be complete and
its accuracy is not guaranteed. The opinions expressed herein reflect the judgment of the author at this date and are
subject to change without notice and are not a complete analysis of every material fact respecting any company, industry
or security Raymond James & Associates, Inc. and affiliates and their officers, directors, shareholders and employees and
members of their families may make investments in a company or securities mentioned herein before, after or
concurrently with the publication of this report. Raymond James & Associates, Inc. may from time to time perform or seek
to perform investment banking or other services for, or solicit investment banking or other services from any company,
person or entities mentioned herein. Neither the information nor any opinion expressed herein constitutes a solicitation for
the purchase or sale of any security. Raymond James & Associates, Inc. makes no representation as to the legal, tax,
credit, or accounting treatment of any transactions mentioned herein, or any other effects such transactions may have on
you and your affiliates or any other parties to such transactions and their respective affiliates. You should consult with your
own advisors as to such matters. The securities and other investment products described herein are: 1) Not insured by
the FDIC, 2) Subject to investment risks, including possible loss of the principal amount invested, 3) Not deposits or other
obligations of, nor guaranteed by Raymond James & Associates, Inc. or any of their affiliates.


