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Introduction and summary

The congressionally appointed and bipartisan Financial Crisis Inquiry Commission 
last month released its final report on the causes of the U.S. financial crises in 
the first decade of the 21st century.1 This carefully researched report provides a 
balanced and thoughtful explanation of the causes of the recent financial crisis, 
blaming a range of policies implemented by both the Clinton administration and 
the Bush administration. Like the previous staff reports issued by the FCIC, this 
final report is excellent and well worth reading.2 

Alas, this final report was issued only by a majority of the FCIC members, as 
the minority members released a dissent that concluded a narrower set of issues 
were the driving cause behind the financial crisis.3 Notably, FCIC minority 
member Peter Wallison, a senior fellow at the American Enterprise Institute, 
a conservative think tank based in Washington, D.C., issued his own separate 
dissent.4 Based on work done by his AEI colleague Edward Pinto, Wallison 
concludes federal affordable housing policies were the driving cause behind the 
financial crisis, causing a decline in underwriting standards that triggered the 
U.S. housing bubble.5 

Wallison’s conclusion that affordable housing policies were the proximate cause 
of the financial crisis is integrally based on the claim that “[a]s a result of [U.S. 
government housing] policies, by the middle of 2007, there were approximately 
27 million subprime and Alt-A mortgages in the U.S. financial system—half of all 
mortgages outstanding—with an aggregate value of over $4.5 trillion.”6 How does 
Pinto come to these conclusions? Wallison succinctly summarizes Pinto’s findings 
in a January 3, 2011, Wall Street Journal op-ed: 

By 2008 half of all mortgages in the U.S.—27 million—were subprime and other 
high-risk loans. … Because of their affordable-housing requirements, [Fannie Mae 
and Freddie Mac] bore the risk of default on 12 million of these mortgages. The 
Federal Housing Administration (FHA) and other government agencies insured 
or held an additional five million. And banks under the Community Reinvestment 
Act, and other mortgage providers under a Department of Housing and Urban 
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Development program, made another 2.2 million. Thus, more than 19 million 
subprime loans [out of 55 million total outstanding loans] were the responsibility 
of taxpayers, courtesy of the federal government’s housing policies.7 

As Wallison clearly indicates in his FCIC dissent, all of the data on the number of 
outstanding subprime and Alt-A mortgages outstanding, and their distribution, 
that he relies on to form his conclusions come from Pinto’s research.8 Pinto’s 
findings also were widely circulated among the public and key policymakers.9 
Pinto’s work also is cited by prominent conservatives, including U.C. Berkeley Haas 
Business School Professor Dwight Jaffee, New York University Professor Lawrence 
J. White, Columbia Business School Professor Charles Calomiris, Cato Institute 
Senior Fellow Richard Rahn, and Reuters columnist James Pethokoukis.10 

Unfortunately, Pinto’s research findings relied upon so heavily by Wallison 
and others are false. Pinto’s work is based on a series of faulty assumptions 
and serious methodological flaws. Pinto’s controversial conclusion that federal 
housing policies were responsible for 19 million high-risk mortgages is based on 
radically revised definitions for the two main categories of high-risk mortgages, 
subprime loans and so-called Alt-A mortgages, which refer to loans with low 
documentation of income and wealth. Importantly, these revised definitions 
are not consistent with how the terms subprime and Alt-A are used for data 
collection, as this paper will demonstrate.

As a result of his dramatically expanded new definitions that are not used by other 
leading scholars, Pinto’s findings on the extent of subprime and Alt-A exposure are 
extreme outliers among mortgage market analysts. Pinto’s claim that there were 
26.7 million subprime and Alt-A loans outstanding (out of roughly 55 million 
total) as of June 30, 2008, is exponentially higher than other estimates. In a 2010 
report, the nonpartisan Government Accountability Office, the research arm 
of Congress, found there were only 4.58 million subprime and Alt-A mortgages 
outstanding at the end of 2009, less than one-fifth of Pinto’s estimate.11 

Similarly, Pinto’s claim that 19 million, or 72 percent of all “subprime” and “Alt-A” 
mortgages were attributable to federal affordable housing policies is far afield of the 
conclusions of other analysts. The claim is also difficult to reconcile with the actual 
data, which indicate the entire federal government (including Fannie and Freddie) 
owned or guaranteed only 32 percent of seriously delinquent loans despite 
holding 67 percent of all mortgages.12 Pinto’s claim that Fannie and Freddie were 
the primary driver of high-risk mortgages does not stand when the evidence is 
weighed accurately.
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Because of Pinto’s anomalous findings, Wallison largely elides over the role 
of so-called “private-label” mortgage-backed securities in causing the crisis 
despite the large amount of attention these financial instruments received 
elsewhere, including in the FCIC majority’s report.13 This private mortgage 
financing channel, which does not involve the federal government at all and was 
policed only minimally, generated only 13 percent of outstanding loans but was 
responsible for 42 percent of serious delinquencies.14 

Pinto makes numerous other serious errors in his analysis. Case in point: 
In analyzing the influence of the Community Reinvestment Act, a 1977 
antidiscrimination law that simply requires regulated banks and thrifts to lend 
nondiscriminatorily to low- and moderate-income borrowers and communities 
within the immediate geographic areas surrounding branch offices of a deposit-
taking institution,15 Pinto includes a large quantity of loans that were not required 
by CRA or any other equivalent law or regulation.16 This mistake, coupled with 
some unsupported assumptions about the riskiness of CRA loans, produces 
a shockingly high estimate of 2.24 million “subprime” and “high-risk” loans 
attributable to CRA. This compares to a finding of 378,000 CRA-eligible loans 
originated during the housing bubble by other leading researchers.17 

Pinto also wrongly blames the affordable housing goals of Fannie and Freddie 
for the origination of Alt-A loans, which under his analysis account for 65% of 
the “high risk” mortgages attributable to Fannie and Freddie. In fact, these Alt-A 
loans (either according to the normal usage of “Alt-A” or Pinto’s newly invented 
definition of “Alt-A”) would not have qualified for the affordable housing goals.

As this paper will demonstrate, these and many other similar methodological 
flaws are fundamentally embedded in Pinto’s research, making his conclusions 
fundamentally unreliable and essentially useless for the purpose of understanding 
either the causes of the housing bubble or the high rates of delinquencies that have 
occurred during the housing downturn. Yet based in large part on the inaccurate 
and misleading data peddled by Pinto, many policymakers are advocating inapt 
and often counterproductive solutions to the financial crisis. 

This paper is designed to set the record straight on the following specific claims 
by Pinto that are either wrong or grossly distorted, and to highlight the extremely 
shaky foundation for the argument found in Wallison’s FCIC dissent that federal 
affordable housing policies caused the financial crisis. 
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Pinto’s claims about high-risk mortgages 

Pinto claims that 26.7 million outstanding loans are subprime  
or Alt-A, and that 72 percent of these are attributable to the 
federal government

The argument put forth in Peter Wallison’s dissent is critically based on the 
following findings of Edward Pinto. First, that as of June 30, 2008, there were 
26.7 million subprime and Alt-A mortgages outstanding (out of 55 million total 
mortgages). And second, that 19.252 million of these were the responsibility of 
Fannie Mae, Freddie Mac, the Community Reinvestment Act, and other federal 
programs designed to boost affordable housing.18

These two findings are the main foundation for Wallison’s overall argument that 
it was the government’s affordable housing policies—rather than flawed risk 
management and regulatory lapses across the financial system—that caused the 
global financial crisis.19 

Pinto’s estimate that there are 26.7 million outstanding subprime 
and Alt-A loans is atypical

Pinto’s estimate that there are 26.7 million subprime and Alt-A loans outstanding 
(roughly half of all outstanding loans) is an enormous outlier among analysts.20 The 
nonpartisan Government Accountability Office found that as of December 31, 
2009, there were only 4.58 million outstanding subprime and Alt-A loans out of 
roughly 55 million total loans.21 In other words, Pinto’s estimate of subprime and 
Alt-A exposure throughout the mortgage system is more than five times greater 
than the GAO’s estimate.
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Table 1

Pinto’s misplaced calculations 

Pinto’s presentation of federal government or federal agency 
contributions to subprime and Alt-A mortgage exposure as of  
June 30, 2008

Table or section 
with detail

Subprime and  
Alt-A loans

$ in billions
Number of loans 

in millions

Table 2 Fannie $1,077 7.026

Table 3 Freddie $758 4.913

Section E FHA/VA/Rural housing $537 4.76

Section F FHLB $50 0.313

Section G
CRA and HUD program 

loans
$312 2.24

Total federal contribution 
to subprime and Alt-A

$2,734 19.252

Total subprime and Alt-A $4,622 26.7

Source: Edward J. Pinto, “Sizing Total Federal Government and Federal Agency Contributions to Subprime and 
Alt-A Loans in U.S. First Mortgage Market as of 6.30.08,” Exhibit 2, p. 4. 

Pinto’s claim that half of all mortgages are “high risk” does not 
correspond with mortgage delinquency data

As then-Federal Housing Finance Agency Director James Lockhart noted, as of 
March 31, 2009, there were roughly 55 million total mortgages outstanding, of 
which only 3.9 million (7 percent) were in serious delinquency.22 Given that we 
experienced a 30 percent peak-to-trough national home price drop amid persistently 
high unemployment, a 7 percent delinquency rate appears to be completely 
inconsistent with Pinto’s claim that half of all mortgages are “high risk.”23 

Pinto’s finding that 72 percent of all “high-risk” mortgages are 
attributable to the federal government is inconsistent with the 
actual distribution of delinquent loans

Pinto claims that of the 26.7 million “subprime” and “Alt-A” loans outstanding, 
19.252 million of them—72 percent—were held, guaranteed, or (in the case  
of the Community Reinvestment Act) required by government entities or 
policies, including Fannie Mae, Freddie Mac, Ginnie Mae, and the Federal 
Housing Administration.24 

But as FHFA Director Lockhart points out, of 
the 3.9 million loans in serious delinquency as 
of March 31, 2009, only 32 percent of seriously 
delinquent loans were attributable to the federal 
government, despite the fact that the federal 
government owned or guaranteed 67 percent of 
all outstanding mortgages.25 If the government 
truly held three-quarters of all high-risk 
mortgages, one would expect to see its share of 
mortgage delinquencies at a roughly equivalent 
level. Conversely, private-label securitization, 
which Wallison and Pinto essentially ignore, 
was responsible for 42 percent of all serious 
delinquencies, despite only generating 
13 percent of all outstanding loans. These data 
appear to clearly contradict the findings of 
Pinto and Wallison.
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Taking a closer look at Pinto’s numbers

How do Wallison and Pinto arrive at the conclusion that there are 26.7 million 
outstanding subprime and Alt-A loans, of which 19.252 million are attributable to 
the federal government? Table 1 illustrates Pinto’s distribution of subprime and 
Alt-A loans.

According to Pinto’s calculations, 11.939 million subprime and Alt-A loans 
(44.7 percent) are attributable to Fannie Mae and Freddie Mac; 4.760 million 
(17.8 percent) are attributable to the Federal Housing Administration, the 
Department of Veterans Affairs, and Rural Housing programs; 0.313 million are 
attributable to the Federal Home Loan Banks (1.2 percent); 2.24 million are 
attributable to the Community Reinvestment Act and an analogous program at the 
Department of Housing and Urban Development (8.4 percent); and the remainder, 
7.448 million (27.9 percent), are attributable to nongovernmental sources.26

Let’s delve into each of these claims in turn.

Pinto claims that 11.939 million subprime and Alt-A mortgages 
are attributable to the affordable housing goals of Fannie Mae and 
Freddie Mac

One of the most controversial (and most cited) aspects of Pinto’s research, which 
is a major pillar of Wallison’s FCIC dissent, is the conclusion that because of 
their affordable housing requirements, Fannie Mae and Freddie Mac, as of June 
30, 2008, held or guaranteed a total of $1.835 trillion (approximately 12 million 
loans) in subprime and Alt-A loans.27 

In fact, these eye-popping claims about the extent to which Fannie and Freddie 
held subprime and Alt-A exposure are based on the inclusion of a high number 
of loans that are not categorized as either subprime or Alt-A, but which fall 
instead into categories invented by Pinto—“subprime by characteristic” and 
“Alt-A by characteristic.”28 



7  Center for American Progress  |  Faulty Conclusions Based on Shoddy Foundations

Pinto’s invented definitions for “subprime” and “Alt-A” are starkly 
inconsistent with how those terms are actually used in data research 

Pinto creates new definitions for the terms “subprime” and “Alt-A,” based on 
the claim that existing classifications inadequately capture the “objective risk 
characteristics” of “subprime” and “Alt-A” mortgages. Whether or not Pinto’s 
criticism is accurate, his newly invented definitions are totally inconsistent with 
how the terms “subprime” and “Alt-A” are actually used in any research efforts, 
particularly when it comes to loan performance.29 

According to Pinto’s analysis, $1.146 trillion—62.5 percent—of the “subprime” 
and “Alt-A” loans he claims are attributable to Fannie and Freddie are not actually 
subprime or Alt-A as those terms are used in any research, but fall into Pinto’s newly 
invented definitions of “subprime by characteristic” and “Alt-A by characteristic.”30 

To be clear, “subprime by characteristic” and “Alt-A by characteristic” are terms that 
are not used by any other analysts, let alone incorporated into any actual research 
into the loan performance or distribution of subprime and Alt-A loans. 

Pinto’s newly invented definitions for “subprime” loans default at a 
much lower rate than actual subprime loans 

Pinto justifies the creation of his new categories of “subprime by characteristic” and 
“Alt-A by characteristic” by claiming these categories better capture the “objective 
risk characteristics” of certain “high-risk” loans that should be considered subprime 
but are not currently categorized as such.31 But looking at the delinquency rates of 
these “subprime by characteristic” and “Alt-A by characteristic” loans, it is clear they 
shouldn’t be considered equivalent to subprime. 

In fact, these newly minted “high-risk” loans perform much more similarly 
to so-called conforming loans (the prime mortgages that everyone, including 
Wallison and Pinto, agree are safe) than they do to actual subprime loans. 

Pinto defines “subprime by characteristic” to include all conventional loans 
made to borrowers with FICO credit scores between 620 and 660, and “Alt-A 
by characteristic” to include all loans with a cash down payment of less than 
10 percent.32 As of the second quarter of 2010, these types of mortgages held by 
Freddie Mac defaulted at a rate of 10.04 percent and 8.45 percent, respectively.33 This 
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appears high until one compares this to the 6.8 percent serious 
delinquency rate of conforming mortgages—loans Pinto does 
not categorize as “high risk.”34 In contrast, actual subprime 
mortgages, which are universally designated as high risk, had a 
serious delinquency rate of 28.3 percent.35 (see Figure 1)

It is worth noting here that many types of mortgages are 
suffering historically high delinquency rates, as would be 
expected during a time of 30 percent peak-to-trough housing 
price declines amid persistently high unemployment. Indeed, 
prime conforming mortgages, which are experiencing a 
6.8 percent serious delinquency rate today, saw less than a 
1 percent serious delinquency rate in 2000. That said, it’s clear 
that actual subprime loans are suffering exponentially greater 
delinquencies than prime conforming loans, or Pinto’s new 
categories of “high-risk” loans.

Because Pinto essentially created his own proprietary 
definition of “subprime” and “Alt-A” loans there is 
understandably confusion among those who have cited Pinto’s research in using 
these terms. For instance, at a recent AEI event, Wallison, who has consistently 
used Pinto’s definitions of subprime and Alt-A, stated that “subprime” mortgages 
have a 25 percent delinquency rate.36 In fact, Wallison appears to have been citing 
the delinquency rates of actual subprime mortgages.37 As Pinto himself finds, the 
delinquency rates associated with Pinto’s expanded definition of “subprime” are 
much lower.38 

Thus, not only do Pinto’s expanded definitions not actually describe “high-risk” 
loans but they confuse the public by creating misleading conclusions based on 
invented definitions.

The vast majority of the “high-risk” mortgages Wallison and Pinto 
attribute to Fannie and Freddie would not qualify for the affordable 
housing goals 

In addition to the problems with their expanded definitions of “subprime” and “Alt-
A,” Wallison and Pinto incorrectly interpret the affordable housing goals for Fannie 
Mae and Freddie Mac, and as a result, roughly 65 percent of the “high-risk” loans 
they attribute to the affordable housing goals were actually ineligible for the goals. 

Figure 1

The real data on delinquent mortgages

Delinquency rates on Pinto high-risk loans vs. 
conforming and actual subprime loans, Q2 2010
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Fannie and Freddie have long had affordable housing goals in place as part of their 
chartered status. These goals require that a certain percentage of Fannie and Freddie’s 
total mortgage activity be targeted to very low-, low-, and moderate-income households.39 

Alt-A loans do not typically qualify for the affordable housing goals because they are 
generally high-balance, higher-income, high-credit-score mortgages that are classified 
as “Alt-A” because they do not document income or assets.40 Given the income 
characteristics of these types of borrowers, these loans actually dilute the affordable 
housing ratios of Fannie and Freddie, making it harder for them to meet these goals. 

Similarly, Pinto’s “Alt-A by characteristic” category, which by definition only includes 
loans made to borrowers with FICO scores higher than 660, encompasses loans that 
are generally made to higher-income borrowers.41 As with Alt-A loans, these loans 
would typically not qualify for the affordable housing goals of Fannie and Freddie 
and would actually make it harder for them to meet their goals by diluting their 
affordable housing ratios.

These two categories of Alt-A and “Alt-A by characteristic” account for $1.2 trillion, or 
65 percent of the total amount of “high-risk” loans that Pinto attributes to Fannie and 
Freddie.42 Obviously, this has the effect of greatly inflating the number of “risky” loans 
attributed to the affordable housing goals.

Mortgages originated for Fannie and Freddie securitization defaulted at 
a fraction of the rate of those originated for “private-label” securitization 

Of the $1.2 trillion in “high-risk” mortgages Pinto attributes to Fannie and Freddie, 
90 percent of these were loans originated for Fannie and Freddie securitization (with 
the other 10 percent being mortgage-backed securities they purchased for their own 
investment portfolio).43 

In fact, mortgages originated for Fannie and Freddie securitization have performed far 
better than those originated for “private-label” securitization—even when controlling 
for all other factors such as the fact that Fannie and Freddie did not securitize subprime 
loans. Overall, private-label mortgages that were packaged and securitized defaulted at 
more than six times the rate of those originated for Fannie and Freddie securitization.44 

Moreover, Pinto’s analysis ignores the high degree of riskiness of mortgages 
originated for private-label securitization, which was responsible for 84 percent of 
all actual subprime mortgages.45 Despite the fact that private-label securitization 
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is responsible for only 13 percent of outstanding mortgages, it accounts for a 
whopping 42 percent of all serious delinquencies.46 

The Pinto/Wallison claim that the affordable housing goals for Fannie 
and Freddie were responsible for 12 million subprime and Alt-A loans 
doesn’t add up

Pinto invents his own hugely expansive definitions for “subprime” and “Alt-A” 
loans, which has the effect of jacking up the number of subprime and Alt-A loans 
he attributes to Fannie and Freddie. These sweeping new definitions do not appear 
justified based on the delinquency rate data.

Moreover, Pinto’s analysis completely ignores the fact that loans made to higher-income 
borrowers do not qualify for the affordable housing goals. As a result, Pinto improperly 
counts an enormous number of loans made to higher-income borrowers, which would 
not have qualified for the affordable housing goals for Fannie and Freddie. 

If we subtract the improper inclusion of Pinto’s newly invented categories of loans, as 
well as the erroneous attribution of Alt-A loans to the affordable housing goals, we are 
left with a total of $118 billion in actual high-risk loans that might theoretically have 
been prompted by the affordable housing goals.47

To be clear, Fannie and Freddie have suffered large losses, and much of this, as Pinto 
points out, is due to their taking on higher-risk mortgages. But Pinto’s broad expansion 
of the terms “subprime” and “Alt-A” is confusing and does not appear justified by the 
delinquency data. Moreover, Pinto’s core claim—that Fannie and Freddie were taking 
on additional risk because of their affordable housing goals—is untenable. Pinto’s 
findings are far more consistent with the idea that Fannie and Freddie were seeking to 
enhance their profits than they are with the claim that the two institutions were driven 
by affordable housing policies.

Pinto claims that 4.760 million subprime and Alt-A mortgages are 
attributable to federal agencies or programs

Pinto claims the Federal Housing Administration, the Department of Veterans 
Affairs, and Rural Housing programs are responsible for 4.760 million subprime 
or Alt-A loans (with an outstanding loan balance of $537 billion).48 To get to these 
results, Pinto uses the following logic:
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For the period in question, approximately 83 percent of FHA loans consisted 
of high Original LTV [loan-to-value] lending (Original LTV>90 percent) and 
approximately 70 percent had a FICO <660. Given these high percentages it 
is highly probable that at least 90 percent of FHA loans have one of these two 
characteristics. While similar data is not available for … VA and rural housing 
loan programs, I believe that at least 60 percent of these loans also have one of 
these two characteristics.49

As with their calculations in other areas, Pinto’s analysis of FHA loans is fatally 
flawed by his anomalous expansion of the terms “subprime” and “Alt-A.” These 
problems are further exacerbated by the use of odd and unsupported assumptions.

As with Fannie and Freddie, none of the loans Pinto attributes to 
FHA and VA is actually subprime or Alt-A

Notably, none of the FHA and VA loans that Pinto describes as “subprime” or “Alt-
A” are actually subprime or Alt-A, as those terms are used in data analysis. Pinto 
uses his invented “subprime by characteristic” (loans made to borrowers with 
FICO scores less than 660) and “Alt-A by characteristic” (loans with a loan-to-value 
ratio of more than 90 percent) definitions to reach his conclusions about FHA and 
VA (Pinto does not actually include rural housing loans in his analysis).50

The delinquency rates do not justify Pinto’s description of FHA 
loans as “high risk” or subprime equivalent

As with Fannie and Freddie, Pinto’s creation of broadly expanded new definitions 
for “subprime” and “Alt-A” loans might be justified if, as he claims, they better 
captured the objective risk characteristics of these “high-risk” loans.51 But as with 
Fannie and Freddie, the delinquency data do not justify Pinto’s invention of new 
definitions of “subprime” and “Alt-A” loans. 

FHA loans as a whole have defaulted at an exponentially lower rate than actual 
subprime mortgages. As of the second quarter of 2010, FHA loans had a serious 
delinquency rate of 8.4 percent, as compared to 28.3 percent for actual subprime 
loans and 6.8 percent for prime conforming loans.52 (see Figure 2)

Pinto also makes an unsupported assumption that 90 percent of FHA and VA 
loans are “high risk”.53 Given the comparatively low delinquency rates for FHA 



12  Center for American Progress  |  Faulty Conclusions Based on Shoddy Foundations

and VA loans, Pinto’s assumption is difficult to understand. Once again, 
Pinto’s invented “subprime” and “Alt-A” categories look closer to prime 
loans than actual subprime loans.

It is worth noting once more that all of these delinquency rates, including 
for “conforming loans” that are generally considered safe, are at historical 
highs, yet it does not appear that Pinto’s claim that 90 percent of FHA 
loans are equivalent to subprime is consistent with the delinquency data.

Pinto claims that 2.24 million subprime and Alt-A mortgages 
are attributable to the Community Reinvestment Act

Perhaps the most popular of Wallison and Pinto’s claims about the 
mortgage crisis among conservatives is their contention that lending 
required by the Community Reinvestment Act was responsible for the 
origination of 2.24 million subprime and Alt-A mortgages (representing 
$312 billion in outstanding loan balance).54 

As he does for “subprime” and “Alt-A” loans, Pinto invents a new definition of 
Community Reinvestment Act lending, pulling into his calculations a massive 
number of loans and investments that could not reasonably be attributed to CRA. In 
stark contrast to Pinto’s claim that there were 2.24 million outstanding subprime and 
Alt-A loans originated because of CRA, the University of North Carolina’s Center for 
Community Capital has found that only 378,000 of the subprime and other high-risk 
loans originated between 2004 and 2006 were eligible for CRA credit.55 

Pinto also assumes that all CRA-eligible lending is done because of CRA, a dubious 
assumption he fails to support. Perhaps most problematic, Pinto includes a large 
amount of loans that were originated by institutions not even subject to CRA 
regulation, which he calls “CRA-like” loans, under the tenuous theory that voluntary, 
nonbinding “commitments” to do community-based lending were equivalent to CRA.

It is important to note that under Pinto’s expanded definition, literally all low- and 
moderate-income lending, as well as a good deal of other lending and investment 
activities, qualify as “CRA loans.” This definition does not, however, tell us anything 
about whether or to what extent CRA caused these loans to be made, making the 
value of Pinto’s research in this area essentially meaningless. 

So let’s delve into these numbers here.

Figure 2

The real story about 
delinquency rates

FHA loans vs. conforming and 
subprime loans, Q2 2010

Source: Mortgage Bankers Association, “National Delinquency Survey 
Q2 2010” (2010).
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Pinto’s “CRA commitments” include a huge amount of loans and investments 
outside the scope of CRA

Pinto calculates how much lending was motivated by CRA by adding up the “CRA 
commitments” announced by various banks and thrifts.56 To be fair to Pinto, it is 
difficult to calculate how much CRA-eligible lending was done. However, this method 
is flawed. In fact, these “CRA commitments” were typically “community-lending” 
announcements that touted the company’s total community lending, including 
small-business loans and investments in minority communities, and other categories of 
lending and investment.57 

CRA simply requires regulated banks and thrifts to lend nondiscriminatorily to 
low- and moderate-income borrowers and communities within limited assessment 
areas—the immediate geographic areas surrounding branch offices of a deposit-
taking institution.58 The community-lending announcements relied upon by Pinto to 
calculate “CRA lending” include a large amount of voluntary lending and investment 
activity that fall outside the scope of CRA or any equivalent requirement. They also 
include a large amount of low- and moderate-income lending done by the nonbank 
affiliates and subsidiaries of banks and thrifts, to which CRA does not apply. 

Pinto also counts loans originated by lenders not subject to CRA

Just as he does with “subprime” and “Alt-A” mortgages, Pinto expands the scope of 
the term “CRA loan” to include mortgages that fall far outside its accepted meaning. 
Specifically, he creates a new category of “CRA-like” loans, which includes loans 
and investments by lenders that are totally exempt from CRA.59 In fact, 37 percent 
of Pinto’s calculation of CRA’s impact comes from “CRA-like loans” originated by 
Countrywide, a major subprime mortgage lender during the housing bubble that was 
not subject to CRA.60 

Pinto justifies this redefinition of the scope of CRA by arguing these Countrywide 
loans were announced as part of a voluntary, nonbinding “commitment” made with 
the Department of Housing and Urban Development.61 Pinto overlooks the public 
relations value of Countrywide making this voluntary, nonbinding announcement 
as well as the possibility that it was already planning to make these loans to low- and 
moderate-income borrowers, and simply assumes the existence of CRA somehow 
managed to convince Countrywide to opt into a similar, albeit nonbinding, regime. 
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Implicit in this methodological flaw is a larger problem with Pinto’s argument: 
He repeatedly assumes that lending to low- and moderate-income borrowers 
could only have been prompted by government regulations, laws, and policies. As 
a result, Pinto continues to reject the idea that unregulated private lenders made 
these loans (often crowding out actual CRA lenders) because it was profitable, 
particularly if they could sell the loan to a securitization conduit that did not do 
sufficient due diligence on the credit risk of the loan. 

By conflating community lending with CRA lending and improperly including 
“CRA-like” loans into his count, Pinto drastically inflates the number of CRA-
eligible loans. Pinto claims that there were 2.24 million outstanding subprime and 
Alt-A loans originated because of CRA. This is in sharp contrast to other findings. 
As noted earlier, the highly respected University of North Carolina’s Center for 
Community Capital has found that only 378,000 of the subprime and other high-
risk loans originated between 2004 and 2006 were eligible for CRA credit.62 

Pinto assumes that all lending to low- and moderate-income 
borrowers was the result of CRA

Pinto makes the further error of assuming that all CRA-eligible lending is the 
result of CRA.63 Even if one ignores the serious problems with Pinto’s CRA 
research and accepts at face value his contention that there were 2.24 million 
“high-risk” loans eligible for CRA, it is impossible to get to Pinto’s conclusion that 
CRA was responsible for all 2.24 million of these loans, unless one assumes there 
would be no community lending whatsoever in the absence of CRA or some other 
equivalent law or regulatory requirement. Pinto does not provide any support 
for this tenuous assumption. In fact, the Federal Reserve found that most CRA-
eligible lending would have been done regardless, and that only 17 percent of such 
lending was actually prompted by the law.64 

Pinto’s assumption that 60 percent of CRA loans were “high risk” is 
unsupported and contrary to other findings

Pinto’s analysis assumes, without justification, that 60 percent of CRA loans fall 
into his “subprime by characteristic” or “Alt-A by characteristic” categories.65 
Ignoring the above outlined problems with Pinto’s invented definitions of 
“subprime” and “Alt-A,” this assumption seems highly unfounded for another 
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reason as well. Other estimates of the number of high-risk loans generated by 
CRA have generally been a fraction of Pinto’s estimates. The University of North 
Carolina’s Center for Community Capital, for example, finds that less than 
12 percent of CRA-covered loans, roughly 367,000, were higher risk.66

Pinto’s assertion is also undermined by the actual delinquency rates of loans 
originated for CRA purposes. Research by other analysts demonstrates that CRA 
loans, made to equivalent borrowers, have outperformed non-CRA loans by about 
60 percent to 70 percent.67

Clearly, Pinto makes a high degree of unsupported methodological assumptions 
to support his essentially ideological conclusion that it was affordable housing 
goals that caused the financial crisis. Beyond that, however, his conclusions are 
inconsistent with the actual events that occurred in the past decade. Let’s now 
explore these problems with this research.
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Pinto’s conclusions fail to 
correspond with external events

The first fact Pinto cannot explain away is that the share of mortgages securitized 
by Fannie Mae and Freddie Mac as well as mortgages originated by CRA-
regulated institutions dropped precipitously while private-label securitization 
spiked. From 2003 to 2006, a key period when 
many of the riskiest mortgages were originated 
and house-price appreciation was soaring, 
Fannie Mae and Freddie Mac experienced a 
precipitous dip in their market share, going 
from 57.6 percent of the mortgage market in 
2003 to 37.4 percent in 2006.68 

Similarly, the share of CRA-regulated 
institutions experienced a significant decline 
as well.69 Over this same time period, the 
market share of private-label mortgage-backed 
securities issuers grew from roughly 8 percent 
to 12 percent in 2003 to 38 percent in 2006.70 

It is hard to understand his claim that Fannie 
Mae, Freddie Mac, and CRA were the prime culprits in the 
financial crisis when their activity was heavily muted during 
the run-up to the financial crisis. (see Figures 3 and 4)

Pinto’s conclusions fail to explain contemporaneous 
credit bubbles around the world

Pinto’s conclusions also fail to explain contemporaneous 
credit crises in Great Britain, Iceland, Ireland, Spain, and 
Denmark, none of which has government institutions 
analogous to Fannie Mae, Freddie Mac, or Ginnie Mae, or 
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policies analogous to CRA. These countries experienced major bubble-bust 
cycles, with their sovereign governments providing major bailouts to their 
banking systems as a result.

Similarly, Pinto’s conclusions are inconsistent with the relative success of Canada, 
which does have an institution similar to Fannie/Freddie/Ginnie (the Canada 
Mortgage and Housing Corporation), antidiscrimination lending policies 
analogous to CRA, and high levels of government support in the mortgage 
markets.71 Bolstering the mainstream narrative that it was unregulated private 
lending that drove the housing bubble, Canada, unlike the United States and many 
other countries that experienced a recent housing bubble, did not have a major 
surge in unregulated lending and new product types, as private-label securitization 
remained negligible throughout the 21st century.72 As Wallison and Pinto’s 
colleague, AEI Visiting Scholar Mark Perry, has stated, Canada may be a “model 
for banking reform in the United States.”73

Pinto’s conclusions fail to explain contemporaneous credit bubbles 
in commercial real estate or other asset classes

Pinto’s conclusions also fail to explain 
why commercial real estate, which was 
not subject to any government affordable 
housing policies, has experienced a nearly 
identical, and potentially much worse, 
bubble-bust cycle as residential real estate.74 
Commercial real estate prices have dropped 
by roughly 40 percent from peak to trough 
and analysts warn that delinquencies in 
the commercial real estate market could 
ultimately result in losses greater than in 
residential real estate, despite the fact that 
total commercial mortgage debt is only 
one-third the size of residential mortgage 
debt.75 (see Figure 5)

Figure 5

Commercial vs. residential real estate bubbles

Property bubble-bust in commercial real estate happened when 
affordable housing goals were inapplicable but securitization  
was rampant
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Conclusion

It is unfortunate that the analysis of Edward Pinto appears to have been such 
a strong factor in FCIC Commissioner Peter Wallison’s decision to veer away 
from the evidence. While the numbers offered by Pinto’s analysis of subprime 
and Alt-A mortgage origination appear to tell a convincing story, they are based 
on a foundation of serious errors and leaps in logic that do not hold up to any 
semblance of rigorous analysis. 

In the coming months, Congress and the Obama administration will be grappling 
with how to reform the two mortgage finance giants, Fannie Mae and Freddie 
Mac, relying in part on the conclusions of the majority of the Financial Crisis 
Inquiry Commission members. While there are many lessons we should be 
taking away from the failures of these two government-sponsored enterprises—
including the problems with implicit government guarantees at private for-profit 
firms—it would be unfortunate if policymakers relied on Peter Wallison’s claim 
that federal affordable housing policies caused the financial crisis, since this is 
based so extensively on the fundamentally flawed research of Edward Pinto. 
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