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20.  CREDIT AND INSURANCE

The Federal Government offers direct loans and loan 
guarantees to support a wide range of activities includ-
ing home ownership, education, small business, farm-
ing, energy, infrastructure investment, and exports. Also, 
Government-Sponsored Enterprises (GSEs) operate un-
der Federal charters for the purpose of enhancing credit 
availability for targeted sectors. Through its insurance 
programs, the Federal Government insures deposits at 
depository institutions, guarantees private defined-bene-
fit pensions, and insures against some other risks such 
as flood and terrorism. Over the last few years, many of 
these programs have been playing more active roles to 
address financing difficulties triggered by the recent fi-
nancial crisis.

This chapter discusses the roles of these diverse pro-
grams:

•	The first section emphasizes the roles of Federal 
credit and insurance programs in addressing mar-

ket imperfections that may prevent the private mar-
ket from efficiently providing credit and insurance.

•	The second section discusses individual credit pro-
grams and the GSEs.  Credit programs are broadly 
classified into five categories: housing, education, 
small business and farming, energy and infrastruc-
ture, and international lending.

•	The third section reviews Federal deposit insurance, 
pension guarantees, disaster insurance, and insur-
ance against terrorism and other security-related 
risks.

•	The last section discusses current issues in credit 
budgeting.  This year, the section is devoted to “fair 
value” cost estimates for Federal credit programs.

I. THE FEDERAL ROLE

Credit and insurance markets sometimes fail to func-
tion smoothly due to market imperfections. Relevant mar-
ket imperfections include information failures, monitoring 
problems, limited ability to secure resources, insufficient 
competition, externalities, and financial market instabil-
ity. Federal credit and insurance programs may improve 
economic efficiency if they effectively fill the gaps created 
by market imperfections. The presence of a market imper-
fection, however, does not mean that Government inter-
vention will always be effective. To be effective, a credit or 
insurance program should be carefully designed to reduce 
inefficiencies in the targeted area without disturbing ef-
ficiently functioning areas. In addition to correcting mar-
ket failures, Federal credit and insurance programs may 
provide subsidies to serve other policy purposes, such as 
reducing inequalities and extending opportunities to dis-
advantaged regions or segments of the population.  The 
effectiveness of the use of credit assistance should be 
carefully compared with that of other policy tools, such as 
grants and tax credits. 

Information Failures. When lenders have insuffi-
cient information about borrowers, they may fail to eval-
uate the creditworthiness of borrowers accurately. As a 
result, some creditworthy borrowers may fail to obtain 
credit at a reasonable interest rate, while some high-risk 
borrowers obtain credit at an attractive interest rate. 
The problem becomes more serious when borrowers are 
much better informed about their own creditworthiness 
than lenders (asymmetric information). With asymmetric 
information, raising the interest rate can disproportion-
ately draw high-risk borrowers who care less about the 

interest rate (adverse selection). Thus, if adverse selec-
tion is likely for a borrower group, lenders may limit the 
amount of credit to the group instead of raising the inter-
est rate or even exclude the group all together. In this 
situation, many creditworthy borrowers may fail to ob-
tain credit even at a high interest rate. Ways to deal with 
this problem in the private sector include equity financing 
and pledging collateral. Federal credit programs play a 
crucial role for those populations that are vulnerable to 
this information failure and do not have effective means 
to deal with it. Start-up businesses lacking a credit his-
tory, for example, are vulnerable to the information fail-
ure, but most of them are unable to raise equity publicly 
and do not have sufficient collateral. Another example is 
students who have little income, little credit experience, 
and no collateral to pledge. Without Federal credit as-
sistance, many in these groups may be unable to pursue 
their entrepreneurial or academic goals. In addition, a 
moderate subsidy provided by the Government can alle-
viate adverse selection by attracting more low-risk bor-
rowers, although an excessive subsidy can cause economic 
inefficiency by attracting many borrowers with unworthy 
or highly risky projects.

Monitoring Needs. Monitoring is a critical part of 
credit and insurance businesses. Once the price (the in-
terest rate or the insurance premium) is set, borrowers 
and policyholders may have incentives to engage in risky 
activities. Insured banks, for example, might take more 
risk to earn a higher return. Although private lenders 
and insurers can deter risk-taking through covenants, re-
pricing, and cancellation, Government regulation and su-
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pervision can be more effective in some cases, especially 
where covering a large portion of the target population is 
important. For a complex business like banking, close ex-
amination may be necessary to deter risk-taking. Without 
legal authority, close examination may be impractical. 
When it is difficult to prevent risk-taking, private insurers 
may turn down many applicants and often cancel policies, 
which is socially undesirable in some cases. To the extent 
possible, bank failures should be managed to reduce dis-
ruption to the financial market. If private-sector pensions 
were unprotected, many retirees could experience finan-
cial hardships and strain other social safety nets.

Limited Ability to Secure Resources. The ability of 
private entities to absorb losses is often more limited than 
that of the Federal Government. For some events poten-
tially involving a very large loss concentrated in a short 
time period, therefore, Government insurance can be 
more reliable. Such events include large bank failures and 
some natural and man-made disasters that can threaten 
the solvency of private insurers. In addition, some lenders 
may have limited funding sources. Small local banks, for 
example, may have to rely largely on local deposits.

Insufficient Competition. Competition can be insuf-
ficient in some markets because of barriers to entry or 
economies of scale. Insufficient competition may result in 
unduly high prices of credit and insurance in those mar-
kets.

Externalities. Decisions at the individual level are 
not socially optimal when individuals do not capture the 
full benefit (positive externalities) or bear the full cost 
(negative externalities) of their activities. Education, for 
example, generates positive externalities because the 
general public benefits from the high productivity and 
good citizenship of a well-educated person. Pollution, in 
contrast, is a negative externality, from which other peo-
ple suffer. Without Government intervention, people may 
engage less than the socially optimal level in activities 
that generate positive externalities and more in activities 
that generate negative externalities.

Financial Market Instability. Another rationale 
for Federal intervention is to prevent instability in the 
financial market. Without deposit insurance, for example, 
the financial market would be much less stable. When an 
economic shock impairs the financial structure of many 
banks, depositors may find it difficult to distinguish be-
tween solvent banks and insolvent ones. In this situation, 
a large number of bank failures might prompt depositors 
to withdraw deposits from all banks (bank runs). Bank 
runs would make bank failures contagious and harm the 
entire economy. Deposit insurance is critical in prevent-
ing bank runs.

Federal Credit Program Management

The objective of Federal credit policies is to support 
the most efficient use of limited Federal resources by de-
signing programs that maximize progress towards policy 
goals while minimizing undue risk to the taxpayer. The 
goal is not to eliminate risk—but to target assistance 
where it will do the most good, and proactively manage 
programs within acceptable risk thresholds. Over the last 
year, the Office of Management and Budget (OMB) has 
taken steps to support agency management of Federal 
credit programs. In January 2013, OMB published up-
dates to Federal credit policies to support best practices, 
generate efficiencies, and identify opportunities for im-
proved targeting of Federal credit assistance.1 The re-
vised guidance defines objectives of strong credit program 
management, and provides supplemental materials that 
outline elements to consider in designing and evaluating 
management frameworks. It also clarifies guidance on 
program reviews to emphasize evidence-based proposals 
to improve efficiency and effectiveness of credit programs. 
OMB and Treasury have also convened the Federal Credit 
Policy Council (FCPC). The FCPC is a collaborative forum 
for agencies to discuss best practices, raise issues rele-
vant to their credit and debt collection activities, and to 
identify solutions to common problems.

1  Please see OMB Circular A-129, “Policies for Federal Credit Pro-
grams and Non-Tax Receivables”: http://www.whitehouse.gov/sites/de-
fault/files/omb/assets/a129/rev_2013/pdf/a-129.pdf

II. CREDIT IN VARIOUS SECTORS

Housing Credit Programs and GSEs

Through housing credit programs, the Federal 
Government promotes homeownership and housing 
among various target groups, including low- and moder-
ate-income people, veterans, and rural residents. Recently, 
the target market expanded dramatically due to the fi-
nancial crisis.

The consequences of inflated house prices and loose 
mortgage underwriting during the housing bubble that 
peaked in 2007 created perilous conditions for many 
American homeowners. As broader economic conditions 
soured and home prices declined, millions of families have 
been foreclosed upon, millions more find themselves ow-
ing more on their homes than their homes are worth, and 

many communities have been destabilized. To make mat-
ters more difficult, private capital had all but disappeared 
from the market. Without the unprecedented Federal 
support provided to the housing market over the last six 
years, the situation would be far more problematic.

Federal Housing Administration

The Federal Housing Administration (FHA) guaran-
tees mortgage loans to provide access to homeownership 
for people who may have difficulty obtaining a conven-
tional mortgage. FHA has been a primary facilitator of 
mortgage credit for first-time and minority buyers, a pio-
neer of products such as the 30-year self-amortizing mort-
gage, and a vehicle to enhance credit for many moderate 
and low-income households. 
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FHA and the Mortgage Market

In the early 2000s, FHA’s market presence diminished 
greatly as low interest rates increased the affordability of 
mortgage financing and more borrowers used emerging 
non-prime mortgage products, including subprime and 
Alt-A mortgages. Many of these products had risky and 
hard-to-understand features such as low “teaser rates” 
offered for periods as short as the first two years of the 
mortgage,  high loan-to-value ratios (with some mort-
gages exceeding the value of the house), and interest-only 
loans requiring full payoff at a set future date. The Alt-A 
mortgage made credit easily available by waiving docu-
mentation of income or assets. This competition eroded 
the market share of FHA’s single-family loans, reducing 
it from 9 percent in 2000 to less than 2 percent in 2005.

Starting at the end of 2007, the availability of FHA and 
Government National Mortgage Association (which sup-
ports the secondary market for federally-insured housing 
loans by guaranteeing securities backed by such mortgag-
es) credit guarantees has been an important factor coun-
tering the tightening of private-sector credit. The annual 
volume of FHA’s single-family mortgages soared from $52 
billion in 2006 to $330 billion in 2009.

FHA’s presence has supported the home purchase mar-
ket and enabled many existing homeowners to re-finance 
at today’s lower rates. If not for such re-financing options, 
many homeowners would face higher risk of foreclosure 
due to the less favorable terms of their current mortgages.

While the provision of FHA insurance is serving a 
valuable role in addressing the needs of the present, the 
return of conventional financing to the mortgage mar-
ket—with appropriate safeguards for consumers and 
investors including proper assessment and disclosure of 
risk—will broaden both the options available to borrow-
ers and the sources of capital to fund those options. The 
Administration supports a greater role for non-federally 
assisted mortgage credit and a reduction toward histori-
cal market shares for Federal assistance, while recogniz-
ing that FHA will continue to play an important role in 
the mortgage market going forward.

Following its peak in 2009, FHA’s new origination loan 
volume declined in 2012 to $213 billion. In line with the 
volume decrease, the FHA’s market share for home pur-
chase loans declined to 19 percent through the first 9 
months of calendar year 2013, after peaking at 28 percent 
in calendar year 2009. Part of this decline is likely due 
to the increased price of FHA insurance, as discussed in 
detail below.

FHA’s Budget Costs

Throughout the recent period of stress in the mortgage 
market and into the Budget’s projections for 2014, FHA, 
like many mortgage market participants, has faced sig-
nificant financial risk and incurred large costs associated 
with defaults on loans made prior to the housing bubble’s 
burst. Since 1992 when credit reform accounting began, 
the net cost of FHA Mutual Mortgage Insurance (MMI) 
Fund insurance (comprised of nearly all FHA single-fam-
ily mortgages) has been reestimated and increased by a 

total of $68.4 billion excluding interest, with $39.3 billion 
of that reestimate occurring in the last five years due par-
ticularly to loans originated from 2006 to 2009. Since that 
time, however, the quality of FHA loans has increased 
conciderably, as discussed in the section below.

FHA’s budget estimates can be volatile and prone to 
forecast error because default claim rates are sensitive to 
a variety of dynamics. FHA insurance premium revenues 
are spread thinly but universally over pools of policyhold-
ers, making those inflows generally stable and subject to 
less forecast error than for mortgage defaults. Mortgage 
insurance costs, however, are concentrated in the minor-
ity of borrowers who default and become claims, with the 
average per claim cost much larger than the average pre-
mium income. Therefore, if claims change by even a small 
fraction of borrowers (e.g., one percent), net FHA insur-
ance costs will move by a multiple of that change. For 
other forms of insurance, such as life and health, these 
changes tend to gradually occur over time, allowing ac-
tuaries to anticipate the effects and modify risk and pric-
ing models accordingly. The history of FHA, however, has 
been spotted with rapid, unanticipated changes in claim 
costs and recoveries. FHA is vulnerable to “Black Swans,” 
outlier events that are difficult to predict and have deep 
effect. For FHA, these include the collapse of house prices 
after the recent housing bubble burst and the emergence 
of lending practices with very high claim rates, such as 
the now illegal seller-financed down-payment mortgage.

One of the major benefits of an FHA-insured mortgage 
is that it provides a homeownership option for borrowers 
who make only a modest down-payment, but show that 
they are creditworthy and have sufficient income to af-
ford the house they want to buy. In 2013, over 70 percent 
of new FHA loans were financed with less than five per-
cent down. The disadvantage to these low down-payment 
mortgages is that they have little in the way of an equity 
cushion should house prices decline. When house price de-
clines or stagnation combines with household income loss, 
limited equity makes mortgage claims more likely, as the 
market price for a home may not be sufficient to pay off 
the debt.

FHA has safeguards (such as requiring documented 
income) to protect it from the worst credit-risk exposure, 
such as that experienced in the private sector subprime 
and Alt-A markets. Like many parties with credit-risk, 
however, FHA has been significantly hurt by house price 
depreciation.

Influenced by all these factors, FHA recorded a net 
upward reestimate of $2.6 billion excluding interest in 
2014 in the expected costs of its outstanding loan portfo-
lio of the MMI Fund. Under the provisions of the Federal 
Credit Reform Act, these subsidy reestimate costs are re-
corded as mandatory outlays in the year the reestimates 
are performed and will increase the 2014 budget deficit. 
According to its annual actuarial analysis, FHA has been 
below its target minimum capital ratio of 2 percent since 
2009. As the housing market recovers, the actuarial re-
view projects that the ratio will again exceed 2 percent 
by 2016. However, it is important to note that a low capi-
tal ratio does not threaten FHA’s operations, either for 
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its existing portfolio or for new books of business. Unlike 
private lenders, the guarantee on FHA and other Federal 
loans is backed by the full faith and credit of the Federal 
Government and is not dependent on capital reserves to 
honor its commitments.

Policy Responses to Enhance FHA’s Risk 
Management and Capital Reserve

Since 2008, FHA has increased insurance premiums 
and tightened underwriting criteria to reduce risk, bol-
ster its capital resources, and encourage the re-entry of 
private financing into the mortgage market. These steps 
resulted from analyzing: 1) the ongoing broader hous-
ing market stabilization and recovery; 2) the credit risk 
of specific targeted populations; and 3) FHA MMI Fund 
capital reserves. This approach balances the goal of re-
building FHA’s capital reserves quickly against the risks 
of compromising FHA’s mission and overcorrecting.

To increase FHA’s capital resources and to encourage 
the return of large-scale private mortgage financing, there 
have been five premium increases since 2008. In 2013, 
FHA implemented another increase of 0.1 percentage 
points in annual premiums. With this increase, upfront 
fees on home purchase guarantees will be 1.75 percent 
and annual fees will be 1.35 percent for most guarantees. 
For a typical borrower, the cumulative increases since 
2008 are 0.25 percentage points in the upfront premium 
and 0.85 percentage points in annual premiums. As a re-
sult of these premium increases and other risk manage-
ment practices taken by FHA, as well as the improved 
economic and housing sector forecast, FHA’s MMI subsidy 
rate is estimated to be minus 9.03 percent in 2015, re-
sulting in discretionary receipts estimated to exceed $10 
billion.

Also during 2013, FHA took the following steps to bol-
ster financial performance, in addition to the premium 
increase.

1.	 Reversed a policy to cancel required premium pay-
ments after borrowers achieve an amortized loan-to-
value ratio of 78 percent. Under the previous practice 
borrowers paid premiums for only about ten years 
even though FHA’s 100 percent insurance guarantee 
remains in effect for up to 30 years. This change ap-
plies only to new loans.

2.	 Revised its loss mitigation program to target deeper 
levels of payment relief for struggling borrowers, al-
lowing more families to retain their homes and avoid 
foreclosure.

3.	 Expanded the use of home short-sales, which pro-
vide opportunities for distressed borrowers for whom 
home retention is not feasible to transition to new 
housing without going through foreclosure.

4.	 Limited initial loan disbursements and required fi-
nancial assessments and, where appropriate, cash 
set-asides to increase compliance with property in-

surance and tax requirements for HECM reverse 
mortgages.

To increase FHA support of credit during the financial 
crisis and its aftermath, temporary higher loan limits 
were enacted in 2008. These limits capped the size of FHA 
mortgages at the lesser of $729,750 or 125 percent of area 
median house price. These limits expired at the end of cal-
endar year 2013. The permanent limits now in effect are 
the lesser of $625,500 or 115 percent of area median price. 

In 2010, FHA implemented new loan-to-value and cred-
it score requirements. FHA’s minimum credit score was 
raised to 580 for borrowers making low down-payments 
of less than 10 percent (loan-to-value ratios above 90 per-
cent). Other borrowers, having the security of possessing 
a high amount of home equity relative to low down-pay-
ment borrowers, remain eligible for FHA assistance with 
a credit score as low as 500. FHA also is reducing allow-
able seller concessions from 6 percent of property value 
to 3 percent or $6,000, whichever is higher but no higher 
than 6 percent. This conforms closer to industry stan-
dards and reduces potential house price over-valuation.

In addition to the single-family mortgage insurance 
provided through the MMI program, FHA’s General 
Insurance and Special Risk Insurance (GISRI) loan 
guarantee programs continue to facilitate the construc-
tion, rehabilitation, or refinancing of tens of thousands of 
apartments and hospital beds in multifamily housing and 
healthcare facilities each year. Annual loan volumes in 
these programs have exploded over the last several years, 
from less than $5 billion in 2008 to more than $24 billion 
in 2013 as private market alternatives to FHA financing 
largely disappeared and low interest rates drove up refi-
nancing activity. However, GISRI loan volume is projected 
to decline to $21 billion in 2015 as private financing op-
tions increase and rising interest rates reduce refinancing 
volume, especially in the multifamily rental market.  

VA Housing Program

The Department of Veterans Affairs (VA) assists vet-
erans, members of the Selected Reserve, and active duty 
personnel in purchasing homes in recognition of their 
service to the Nation. The housing program effectively 
substitutes the Federal guarantee for the borrower’s 
down payment, making the lending terms more favorable 
than loans without a VA guarantee. VA does not guaran-
tee the entire mortgage loan to veterans, but provides a  
100 percent guarantee on the first 25 percent of losses 
upon default. VA provided 162,327 zero down payment 
loans and 203,174 fee-exempt loans to veterans with 
service-connected disabilities in  2013.  The number of 
loans VA guaranteed remained at a high level in 2013, 
as the tightened credit markets continued to make the 
VA housing program more attractive to eligible homebuy-
ers. Additionally, the continued historically low interest 
rate environment of 2013 allowed 187,885 Veteran bor-
rowers to lower the interest rate on their home mortgages 
through refinancing. VA provided almost $135 billion in 
guarantees to assist 600,023 borrowers in 2013, compared 
with $120 billion and 542,036 borrowers in 2012.
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VA, in cooperation with VA-guaranteed loan servicers, 
also assists borrowers through home retention options 
and alternatives to foreclosure. VA intervenes when need-
ed to help veterans and service members avoid foreclo-
sure through loan modifications, special forbearances, re-
payment plans, and acquired loans; as well as assistance 
to complete compromise sales or deeds-in-lieu of foreclo-
sure. These joint efforts helped resolve nearly 80 percent 
of defaulted VA-guaranteed loans in 2013.

Rural Housing Service

The Rural Housing Service (RHS) at the U.S. 
Department of Agriculture (USDA) offers direct and guar-
anteed loans to help very-low- to moderate-income rural 
residents buy and maintain adequate, affordable housing. 
RHS housing loans and loan guarantees differ from other 
Federal housing loan programs in that they are means-
tested, making them more accessible to low-income, rural 
residents. For the direct loan program, approximately 40 
percent of borrowers earn less than 50 percent of their ar-
ea’s median income; the remainder earn between 50 per-
cent and 80 percent (maximum for the program) of area 
median income.  The single family housing guaranteed 
loan program is designed to provide home loan guaran-
tees for moderate-income rural residents whose incomes 
are between 80 percent and 115 percent (maximum for 
the program) of area median income.

The 2015 Budget continues to reflect a re-focusing of 
USDA single family housing assistance programs to im-
prove effectiveness by providing single family housing 
assistance primarily through loan guarantees. Within its 
$24 billion loan level, the Budget expects RHS to provide 
at least $5.7 billion in loans for low-income rural borrow-
ers, which will provide 50,000 new homeownership oppor-
tunities to that income group. Overall, the program could 
potentially provide 171,000 new homeownership opportu-
nities to low- to moderate-income rural residents in 2015.

For the single family housing guarantees, the Budget 
continues to include an annual and an up-front fee struc-
ture, as FHA does. This fee structure serves to reduce the 
overall subsidy cost of the loans without adding signifi-
cant burden to the borrowers. The Budget also proposes 
to make USDA’s guaranteed home loan program a direct 
endorsement program, which is consistent with VA and 
FHA guaranteed home loan programs. This change will 
make RHS more efficient and allow the single family 
housing staff to refocus on other unmet needs. For USDA’s 
single family housing direct loan program, the Budget 
provides a reduced loan level of $360 million for 2015. 
This decision reflects that with a $24 billion loan level for 
the single family housing guarantees and interest rates 
near their lowest levels in decades, demand for the direct 
loans should be waning, and hence the focus should be on 
the guarantee program. 

For USDA’s multifamily housing portfolio, the Budget 
focuses primarily on portfolio management. The Budget 
fully funds this rehabilitation effort by providing $29.8 
million for the multifamily housing revitalization activi-
ties, which include loan modifications, grants, zero per-
cent loans, and soft second loans as well as some funding 

for traditional multifamily housing direct loans to allow 
USDA to better address its inventory property. These ac-
tivities allow borrowers to restructure their debt so that 
they can effectively rehabilitate properties within the 
portfolio in order for them to continue to supply decent, 
safe, affordable rental housing to the low- and very-low-
income population in rural America. The Budget also pro-
poses to codify these activities into permanent law. In ad-
dition, rental assistance grants, which supplement tenant 
rental payments to the property owners and are vital to 
the proper underwriting of the multifamily housing direct 
loan portfolio, are funded at $1.089 billion, which is suf-
ficient to renew outstanding contracts. The rental assis-
tance grant funding assumes a $20 million savings from a 
new $50 minimum tenant rent contribution requirement, 
similar to the ones that are already in place for HUD 
programs that provide rental subsidies.  The Budget also 
provides $150 million in guaranteed multifamily housing 
loans and $16 million in budget authority for the Farm 
Labor Housing grants and loans program. The combined 
2015 Budget request in the rural development multifam-
ily housing portfolio reflects the Administration’s support 
for the poorest rural tenant population base.

Government-Sponsored Enterprises 
in the Housing Market

The Federal National Mortgage Association, or Fannie 
Mae, created in 1938, and the Federal Home Loan 
Mortgage Corporation, or Freddie Mac, created in 1970, 
were established to support the stability and liquidity of a 
secondary market for residential mortgage loans. Fannie 
Mae’s and Freddie Mac’s public missions were later broad-
ened to promote affordable housing.

Growing stress and losses in the mortgage markets 
in 2007 and 2008 seriously eroded the capital of Fannie 
Mae and Freddie Mac, and responsive legislation enacted 
in July 2008 strengthened GSE regulation and provided 
the Treasury Department with authorities to bolster the 
GSEs’ financial condition. In September 2008, reacting 
to growing GSE losses and uncertainty that threatened 
to paralyze the mortgage markets, the GSEs’ indepen-
dent regulator, the Federal Housing Finance Agency, put 
Fannie Mae and Freddie Mac under Federal conserva-
torship, and Treasury began to exercise its authorities 
to provide assistance to stabilize the GSEs. The Budget 
continues to reflect the GSEs as non-budgetary entities in 
keeping with their temporary status in conservatorship. 
However, all of the current Federal assistance being pro-
vided to Fannie Mae and Freddie Mac, including capital 
provided by Treasury through the Senior Preferred Stock 
Purchase Agreements (PSPA), is shown on-budget, and 
discussed below.

The Federal Home Loan Bank (FHLB) System, cre-
ated in 1932, is comprised of twelve individual banks 
with shared liabilities. Together they lend money to fi-
nancial institutions—mainly banks and thrifts—that are 
involved in mortgage financing to varying degrees, and 
they also finance some mortgages using their own funds. 
Recent financial market conditions have led to strong net 
interest income for the FHLBs, but several banks have 



322 ANALYTICAL PERSPECTIVES

experienced significant losses on their investments in 
private-label mortgage-backed securities. These securi-
ties constitute 2.5 percent of their total portfolio. Strict 
collateral requirements, superior lien priority, and joint 
debt issuances backed by the entire system have helped 
the FHLBs remain solvent, and stronger regulatory over-
sight has led to growth in FHLB system-wide capital from 
just above the regulatory ratio of 4 percent in 2008 to 6 
percent in 2013.

Together these three GSEs currently are involved, in 
one form or another, with approximately half of the $11 
trillion residential mortgages outstanding in the U.S. to-
day. Their share of outstanding residential mortgage debt 
peaked at 55 percent in 2003. Subsequently, originations 
of subprime and non-traditional mortgages led to a surge 
of private-label Mortgage-Backed Securities (MBS), re-
ducing the three GSEs’ market share to a low of 47 per-
cent in 2006. Recent disruptions in the financial market, 
however, have led to a resurgence of their market share. 
The combined market share of the three GSEs was about 
5 percent as of September 30, 2013.

Mission

The mission of the housing GSEs is to support certain 
aspects of the U.S. mortgage market. Fannie Mae and 
Freddie Mac’s mission is to provide liquidity and stability 
to the secondary mortgage market and to promote afford-
able housing. Currently, they engage in two major lines of 
business.

1.	 Credit Guarantee Business—Fannie Mae and 
Freddie Mac guarantee the timely payment of prin-
cipal and interest on mortgage-backed securities 
(MBS). They create MBS by pooling mortgages ac-
quired through either purchase from or swap ar-
rangements with mortgage originators. Over time 
these MBS held by the public have averaged about 
one-quarter of the U.S. mortgage market, and as of 
November 30, 2013, they totaled $4.1 trillion.

2.	 Mortgage Investment Business—Fannie Mae and 
Freddie Mac manage retained mortgage portfolios 
composed of their own MBS, MBS issued by others, 
and individual mortgages. The GSEs finance the 
purchase of these portfolio assets through debt is-
sued in the credit markets. As of November 30, 2013, 
these retained mortgages, financed largely by GSE 
debt, totaled $962 billion. As a term of their PSPA 
contracts with Treasury, the combined investment 
portfolios of Fannie Mae and Freddie Mac were lim-
ited to no more than $1.8 trillion as of December 
31, 2009, and this limitation was directed to decline 
by 10 percent each year. To accelerate the return 
of private capital to the mortgage markets and the 
wind-down of the GSEs, Treasury revised the PSPA 
terms in August 2012, setting the effective portfolio 
limitation at $1.1 trillion as of December 31, 2013, 
and accelerating the reduction in this limitation to 
15 percent each year until December 31, 2018, when 

the combined limitation will be fixed at $500 billion 
($250 billion for each company).

As of November 30, 2013, the combined debt and guar-
anteed MBS of Fannie Mae and Freddie Mac totaled $5.1 
trillion. 

The mission of the FHLB System is broadly defined 
as promoting housing finance, and the System also has 
specific requirements to support affordable housing. Its 
principal business remains lending (secured by mortgag-
es and financed by System debt issuances) to regulated 
depository institutions and insurance companies engaged 
in residential mortgage finance. Historically, investors in 
GSE debt have included thousands of banks, institutional 
investors such as insurance companies, pension funds, 
foreign governments and millions of individuals through 
mutual funds and 401k investments.

Regulatory Reform

The 2008 Housing and Economic Recovery Act (HERA) 
reformed and strengthened the GSEs’ safety and sound-
ness regulator by creating the Federal Housing Finance 
Agency (FHFA), a new independent regulator for Fannie 
Mae, Freddie Mac, and the Federal Home Loan Banks. 
The FHFA authorities consolidate and expand upon the 
regulatory and supervisory roles of what were previous-
ly three distinct regulatory bodies: the Federal Housing 
Finance Board as the FHLB’s overseer; the Office of 
Federal Housing Enterprise Oversight as the safety and 
soundness regulator of the other GSEs; and HUD as their 
public mission overseer. FHFA was given substantial au-
thority and discretion to influence the size and composi-
tion of Fannie Mae and Freddie Mac investment portfo-
lios through the establishment of housing goals, through 
monitoring GSE compliance with those goals, and through 
capital requirements.

FHFA is required to issue housing goals, such as for 
purchases of single-family mortgages provided to low-
income families, for each of the regulated enterprises, 
including the FHLBs, with respect to single family and 
multi-family mortgages and has the authority to require 
a corrective “housing plan” if an enterprise does not meet 
its goals and statutory reporting requirements, and in 
some instances impose civil money penalties. In August of 
2009, FHFA promulgated a final rule adjusting the over-
all 2009 housing goals downward based on a finding that 
current market conditions had reduced the share of loans 
that qualify under the goals. However, HERA mandated 
dramatic revisions to the housing goals, which were im-
plemented the following year. The revised goals for 2010 
and 2011 provided for a retrospective and market-based 
analysis of the GSEs’ contributions toward the goals by 
expressing the goals as a share of the GSEs’ total port-
folio purchase activity. The revised goals for Fannie Mae 
and Freddie Mac comprise four single-family goals and 
one multifamily special affordability goal. The housing 
goals for 2012 through 2014, promulgated on November 
13, 2012, establish revised benchmarks but maintain 
the structural changes implemented for 2010 and 2011. 
FHFA has determined that both Fannie Mae and Freddie 
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Mac exceeded the 2012 benchmark levels on all of the 
single-family and multifamily goals. However, FHFA also 
noted that both Fannie Mae and Freddie Mac lagged mar-
ket performance in 2012, which FHFA views as a relevant 
measure for evaluating the companies’ performance in 
years when the market levels are higher than the bench-
mark levels.

The expanded authorities of FHFA also include the 
ability to place any of the regulated enterprises into con-
servatorship or receivership based on a finding of under-
capitalization or a number of other factors.

Conservatorship

On September 6, 2008, FHFA placed Fannie Mae and 
Freddie Mac into conservatorship. This action was taken 
in response to the GSEs’ declining capital adequacy and 
to support the safety and soundness of the GSEs, given 
the role they played in the secondary mortgage market 
and the potential impact of their failure on broader finan-
cial markets. HERA provides that as conservator FHFA 
may take any action that is necessary to return Fannie 
Mae and Freddie Mac to a sound and solvent condition 
and to preserve and conserve the assets of each firm. As 
conservator, FHFA has assumed the powers of the Board 
and shareholders at Fannie Mae and Freddie Mac. FHFA 
has appointed new Directors and CEOs that are responsi-
ble for the day-to-day operations of the two firms. While in 
conservatorship, FHFA expects Fannie Mae and Freddie 
Mac to continue to fulfill their core statutory purposes, 
including their support for affordable housing discussed 
above.

Department of Treasury GSE Support 
Programs under HERA

On September 7, 2008, the U.S. Treasury launched 
three programs to provide temporary financial support 
to the GSEs under the temporary authority provided in 
HERA. These authorities expired on December 31, 2009.

1.	 PSPAs with Fannie Mae and Freddie Mac

Treasury entered into agreements with Fannie Mae 
and Freddie Mac to make investments in senior preferred 
stock in each GSE in order to ensure that each company 
maintains a positive net worth. In exchange for the sub-
stantial funding commitment, the Treasury received $1 
billion in senior preferred stock for each GSE and warrants 
to purchase up to a 79.9 percent share of common stock at 
a nominal price. The initial agreements established fund-
ing commitments for up to $100 billion in each of these 
GSEs. On February 18, 2009, Treasury announced that 
the funding commitments for these agreements would 
be increased to $200 billion for each GSE. On December 
24, 2009, Treasury announced that the funding commit-
ments in the purchase agreements would be modified to 
the greater of $200 billion or $200 billion plus cumula-
tive net worth deficits experienced during 2010-2012, less 
any surplus remaining as of December 31, 2012. Based 
on the financial results reported by each company as of 
December 31, 2012, the cumulative funding commitment 

for Fannie Mae and Freddie Mac was set at $445.5 bil-
lion. In total, as of December 31, 2013, $187.5 billion has 
been invested in the GSEs, and the liquidation prefer-
ence of the senior preferred stock held by Treasury has 
increased accordingly. The agreements also require that 
Fannie Mae and Freddie Mac pay quarterly dividends to 
Treasury.  Prior to calendar year 2013, the quarterly divi-
dend amount was based on an annual rate of 10 percent of 
the liquidation preference of Treasury’s senior preferred 
stock.  Amendments to the PSPAs effected on August 17th, 
2012, replace the 10 percent dividend with an amount 
equivalent to the GSE’s positive net worth above a capital 
reserve amount. The capital reserve amount for each com-
pany was set at $3.0 billion for calendar year 2013, and 
declines by $600 million at the beginning of each calendar 
year thereafter until it reaches zero. Through December 
31, 2013, the GSEs have paid a total of $185.2 billion in 
dividends payments to Treasury on the senior preferred 
stock. The Budget estimates additional dividend receipts 
of $181.5 billion from January 1, 2014, through FY 2024. 
The cumulative budgetary impact of the PSPA agree-
ments from the first PSPA purchase through FY 2024 is 
estimated to be a net return to taxpayers of $179.2 bil-
lion.  The Temporary Payroll Tax Cut Continuation Act 
of 2011 signed into law on December 23, 2011, required 
that the GSEs increase their fees by an average of at least 
0.10 percentage points above the average guarantee fee 
imposed in 2011. Revenues generated by this fee increase 
are remitted directly to the Treasury for deficit reduction 
and are not included in the PSPA amounts. The Budget 
estimates resulting deficit reductions from this fee of 
$32.8 billion from FY 2012 through FY 2024.

2.	 GSE MBS Purchase Programs

Treasury initiated a temporary program during the 
financial crisis to purchase MBS issued by Fannie Mae 
and Freddie Mac, which carry the GSEs’ standard guar-
antee against default. The purpose of the program was to 
promote liquidity in the mortgage market and, thereby, 
affordable homeownership by stabilizing the interest rate 
spreads between mortgage rates and corresponding rates 
on Treasury securities. Treasury purchased $226 billion 
in MBS from September 2008 to December 31, 2009, 
when the statutory authority for this program expired.  In 
March of 2011, Treasury announced that it would begin 
selling off up to $10 billion of its MBS holdings per month, 
subject to market conditions. Treasury sold the last of its 
MBS holdings in March 2012.  The MBS purchase pro-
gram generated $11.9 billion in net budgetary savings, 
calculated on a net present value basis as required by the 
Federal Credit Reform Act.

3.	 GSE Credit Facility

Treasury promulgated the terms of a temporary se-
cured credit facility available to Fannie Mae, Freddie 
Mac, and the Federal Home Loan Banks. The facility was 
intended to serve as an ultimate liquidity backstop to 
the GSEs if necessary. No loans were needed or issued 
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through December 31, 2009, when Treasury’s HERA pur-
chase authority expired.

4.	 State Housing Finance Agency Programs

In December 2009, Treasury initiated two additional 
purchase programs under HERA authority to support 
state and local Housing Financing Agencies (HFAs). 
Under the New Issue Bond Program (NIBP), Treasury 
purchased $15.3 billion in securities of Fannie Mae and 
Freddie Mac comprised of new HFA housing issuances. 
The Temporary Credit and Liquidity Program (TCLP) 
provides HFAs with credit and liquidity facilities support-
ing up to $8.2 billion in existing HFA bonds. Treasury’s 
statutory authority to enter into new obligations for these 
programs expired on December 31, 2009. Due to uncer-
tainties and strain throughout the housing sector and the 
widening of spreads in the tax-exempt market, HFAs ex-
perienced challenges in issuing new bonds to fund new 
mortgage lending and faced difficulties in renewing re-
quired liquidity facilities on non-punitive terms.  In re-
sponse, Treasury has provided extensions to the NIBP 
and TCLP agreements.  In November 2011, Treasury ex-
tended the contractual deadline for HFAs to use existing 
NIBP funds to December 31, 2012. By that date, State and 
local HFAs had used $13.2 billion to finance single and 
multi-family mortgages, and the remainder had been re-
turned to Treasury.  In late 2012, Treasury granted three-
year extensions to the TCLP agreements for six HFAs in 
order to give these HFAs additional time to reduce their 
TCLP balances. The revised agreements will expire by 
December 2015.   As of November 30, 2013, the remain-
ing balance of TCLP backed bonds had decreased to $1.7 
billion.  

Recent GSE Role in Administration Initiatives 
to Relieve the Foreclosure Crisis

While under conservatorship, Fannie Mae and Freddie 
Mac have continued to play a leading role in Government 
and private market initiatives to prevent homeown-
ers who can no longer afford to make their mortgage 
payments from losing their homes. In March 2009, the 
Administration announced its Making Home Affordable 
(MHA) program, which includes the Home Affordable 
Modification Program (HAMP) and the Home Affordable 
Refinance Program (HARP). 

Fannie Mae and Freddie Mac are participating in 
HAMP both for mortgages they own or guarantee and as 
the Treasury Department’s contractual financial agents. 
Under HAMP, investors, lenders, servicers, and borrowers 
receive incentive payments to reduce eligible homeown-
ers’ monthly payments to affordable levels. The incen-
tive payments for the modification of loans not held by 
the GSEs are paid by Treasury’s TARP fund, while the 
incentive payments for the modification of loans held by 
the GSEs are paid by the GSEs. As of November 30, 2013, 
more than 2.1 million trial modifications have been initi-
ated, resulting in almost 1.3 million permanent mortgage 
modifications. HAMP has also encouraged the mortgage 
industry to adopt similar programs that have helped mil-

lions more at no cost to the taxpayer. In May of 2013, the 
Administration announced a two year extension of HAMP 
to December 31, 2015 to align with extended deadlines 
for HARP and other programs for homeowners with 
loans owned or guaranteed by Fannie Mae and Freddie 
Mac. For more information on HAMP, see the Financial 
Stabilization Efforts and their Budgetary Effects chapter 
of this volume.

Fannie Mae and Freddie Mac are also integral to 
HARP. Under the program, borrowers with a mortgage 
that is owned by Fannie Mae or Freddie Mac and who 
are current on their loan payments may be eligible to re-
finance their mortgage to take advantage of the current 
low interest rate environment regardless of their current 
loan-to-value (LTV) ratio. Prior to HARP, the LTV limit of 
80 percent for conforming purchase mortgages without a 
credit enhancement such as private mortgage insurance 
also applied to refinancing of mortgages owned by the 
GSEs. Borrowers whose home values had dropped such 
that their LTVs had increased above 80 percent could not 
take advantage of the refinance opportunity. On October 
24, 2011, FHFA announced that the HARP program would 
be enhanced by lowering the fees charged by Fannie Mae 
and Freddie Mac on these refinancings, streamlining the 
application process, and removing the previous LTV cap 
of 125 percent.  These changes coupled with record low 
mortgage interest rates have contributed to an increase 
in HARP loan volumes; more than 800,000 HARP refi-
nancings were completed from January through October 
of 2013 alone and almost 3 million refinancings have 
been completed since the program’s inception. In April of 
2013, FHFA announced a two year extension of HARP to 
December 31, 2015.

Future of the GSEs

The Administration is committed to working with the 
Congress to reform the housing finance system to prevent 
future crises, protect taxpayers, and preserve affordable 
access to mortgages—including the 30-year fixed rate 
mortgage. The Administration also continues to support 
a dedicated budget-neutral mechanism to fund affordable 
housing programs, similar to the Housing Trust Fund en-
acted in the Housing and Economic Recovery Act of 2008, 
which would have been funded by assessments on the 
GSEs but has not been capitalized due to their conserva-
torship.

While the Administration and Congress continue to 
evaluate long-term housing finance reform, meaning-
ful steps have already been taken to reduce the role of 
the GSEs. Temporary GSE conforming loan limits of up 
to $729,750 expired on September 30, 2011, and the al-
lowable investment portfolios of Fannie Mae and Freddie 
Mac will continue to be reduced by 15 percent each year, 
according to the terms of Treasury’s PSPA agreements 
with the enterprises as amended in August 2012. In 2013, 
Fannie Mae and Freddie Mac initiated a series of credit 
risk-sharing transactions with private market partici-
pants that add an additional layer of private loss cover-
age, further limiting taxpayer exposure to credit losses 
from the GSEs and potentially providing a model for 
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future reforms. Increases in the guarantee fees charged 
by Fannie Mae and Freddie Mac are also enhancing the 
price-competitiveness of non-GSE mortgages.

Education Credit Programs

Historically, the Department of Education (ED) helped 
finance student loans through two major programs: the 
Federal Family Education Loan (FFEL) program and 
the William D. Ford Federal Direct Student Loan (Direct 
Loan) program. In March 2010, President Obama signed 
the Student Aid and Fiscal Responsibility Act (SAFRA) 
into law which ended the FFEL program and used the 
$67 billion in savings estimated by CBO to increase Pell 
Grants and provide more beneficial student loan repay-
ment terms. On July 1, 2010, ED became the sole origi-
nator of Federal student loans through the Direct Loan 
program, and despite significant technical challenges, ED 
made all loans on time and without disruption.

The Direct Loan program was authorized by the 
Student Loan Reform Act of 1993. Under the program, the 
Federal Government provides loan capital directly to over 
5,500 domestic and foreign schools, which then disburse 
loan funds to students. Loans are available to students 
regardless of income. However, borrowers with low and 
moderate family incomes are eligible for loans with more 
generous terms. For those loans, the Federal Government 
provides many other benefits, including not charging in-
terest while undergraduate borrowers are in school and 
during certain deferment periods.

In 2013 President Obama signed the Bipartisan Student 
Loan Certainty Act which amended the Higher Education 
Act of 1965 to establish interest rates for new direct stu-
dent loans made on or after July 1, 2013.  Interest rates on 
Direct Loans would be set at a variable interest rate that 
would be determined annually but would be fixed for the 
life of the loan.  Interest rates for Federal Direct Stafford 
Loans, Federal Direct Unsubsidized Stafford Loans, and 
Federal Direct PLUS Loans would be set by: (1) indexing 
the interest rate to the rate of ten-year Treasury notes; 
and (2) adding the indexed rate to a specific base percent 
for each type of loan.  The Act also set specific caps for each 
type of direct student loan.   For Federal Direct Stafford 
Loans and Federal Direct Unsubsidized Stafford Loans 
issued to undergraduate students, the Act set the rate 
at 2.05 percentage points above to the Treasury 10-year 
note rate with a cap of 8.25 percent.  For Federal Direct 
Unsubsidized Stafford Loans issued to graduate or pro-
fessional students, the rate is 3.6 percentage points above 
the Treasury rate and capped at 9.5 percent.  Finally, for 
Federal Direct PLUS Loans issued to parents and gradu-
ate/professional students, the rate is 4.6 percentage points 
above the Treasury rate and capped at 10.5 percent. 

The program offers a variety of flexible repayment 
plans including income-based repayment, under which 
annual repayment amounts vary based on the income of 
the borrower and payments can be made over 25 years 
with any residual balances forgiven. In October 2011, the 
Administration announced a “Pay As You Earn” (PAYE) 
initiative to accelerate these benefits for current and fu-

ture college students who have student loans. Under the 
plan, eligible borrowers have their loan payments set at 
no more than 10 percent of their discretionary incomes 
and would have balances forgiven after 20 years.  This 
plan became available to certain eligible borrowers in 
December 2012.  The 2015 Budget proposes to extend 
similar benefits to all student borrowers, regardless of 
when they borrowed, while reforming the PAYE terms 
to ensure that it is well-targeted and provides safeguard 
against rising tuition at high-cost institutions. In addi-
tion, the Budget proposes to create an expanded, modern-
ized Perkins Loan program providing $8.5 billion in loan 
volume annually. Instead of being serviced by the colleges, 
loans would be serviced by ED along with other Federal 
loans. The savings from this proposal would be appropri-
ated to the Pell Grant program. 

Small Business and Farm Credit 
Programs and GSEs

The Government offers direct loans and loan guaran-
tees to small businesses and farmers, who may have diffi-
culty obtaining credit elsewhere. It also provides guaran-
tees of debt issued by certain investment funds that invest 
in small businesses. Two GSEs, the Farm Credit System 
and the Federal Agricultural Mortgage Corporation, in-
crease liquidity in the agricultural lending market.

Loans to Small Businesses

The Small Business Administration (SBA) helps en-
trepreneurs start, sustain, and grow small businesses. 
As a “gap lender,” SBA works to supplement market 
lending and provide access to credit where private lend-
ers are reluctant to do so at a reasonable price without 
a Government guarantee. SBA also helps home- and 
business-owners, as well as renters, cover the uninsured 
costs of recovery from disasters through its direct loan 
program. At the end of 2013, SBA’s outstanding balance of 
direct and guaranteed loans totaled approximately $110 
billion.

The 2015 Budget supports more than $30 billion in 
financing for small businesses through the 7(a) General 
Business Loan program and the 504 Certified Development 
Company (CDC) program. The 7(a) program will support 
$17.5 billion in guaranteed loans that will help small 
businesses operate and expand. This amount includes an 
estimated $15.7 billion in term loans and $1.8 billion in 
revolving lines of credit; the latter are expected to support 
over $40 billion in total credit assistance through draws 
and repayments over the life of the commitment. The 504 
program will support $7.5 billion in guaranteed loans for 
fixed-asset financing, and the Budget also extends an ad-
ditional $7.5 billion in no-cost 504 guarantees to allow 
small businesses to refinance to take advantage of cur-
rent interest rates and free up resources for expansion. 
In addition, SBA will supplement the capital of Small 
Business Investment Corporations (SBICs) with up to $4 
billion in  long-term, guaranteed loans to support SBIC 
financing assistance for venture capital investments  in 
small businesses, including an added focus in 2015 within 
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the SBIC’s Impact Investment Fund to provide support 
for young manufacturing firms scaling up their first com-
mercial facility. The Budget also supports SBA’s disaster 
direct loan program at its 10-year average volume of $1.1 
billion in loans, and includes $187 million to administer 
the program.  Of this amount, $155 million is provided 
through the Budget Control Act’s disaster relief cap ad-
justment for costs related to Stafford Act (Presidentially-
declared) disasters.

For the 2015 Budget, SBA recorded a net downward 
reestimate of $780 million in the expected costs of its out-
standing loan portfolio, reflecting an improved loan per-
formance forecast, which will decrease the 2014 budget 
deficit.

Due to improving economic conditions and the 2013 re-
finements in program cost estimation, the 7(a) program 
is projected to have zero subsidy cost for 2014. As a re-
sult, SBA’s fees charged to lenders and borrowers have 
decreased from recent years. SBA eliminated lender fees 
on loans of less than $150,000 in 2014 to promote lend-
ing to small businesses that face the greatest constraints 
on credit access. SBA also took action in 2014 to support 
veterans by waiving upfront fees on 7(a) Express loans 
between $150,000 and $350,000 for veteran-owned busi-
nesses at a minimal cost to taxpayers. The easing of fees 
for veteran-owned businesses will expand in 2015 by add-
ing a 50 percent upfront fee waiver to non-SBA Express 
7(a) loans above $150,000 to veterans, a group often un-
derserved in credit markets. The 7(a) credit model will un-
dergo continued review throughout 2014 to ensure that it 
accurately forecasts the 7(a) program’s cost to taxpayers. 

The Budget also requests $25 million in direct loans, 
and $20 million in technical assistance grant funds for 
the Microloan program. The Microloan program provides 
low-interest loan funds to non-profit intermediaries who 
in turn provide loans of up to $50,000 to new entrepre-
neurs.

To help small businesses drive economic recovery and 
create jobs, the Small Business Jobs Act of 2010 cre-
ated two new mandatory programs to increase financ-
ing assistance to small businesses, administered by the 
Department of the Treasury.

Treasury’s State Small Business Credit Initiative 
(SSBCI) is designed to support state programs that make 
new loans or investments to small businesses and small 
manufacturers. SSBCI offered states and territories (and 
in certain circumstances, municipalities) the opportunity 
to apply for Federal funds to finance programs that part-
ner with private lenders to extend new credit to small 
businesses to create jobs. These funds allow States to 
create new or build on existing models for small busi-
ness programs, including collateral support programs, 
capital access programs, revolving loan and loan guar-
antee programs, loan participation programs, and State 
venture capital programs. SSBCI guidelines state that 
all approved programs must demonstrate a reasonable 
expectation of minimum overall leverage of $10 in new 
private lending for every $1 in Federal funding. Treasury 

is providing approximately $1.5 billion for SSBCI, which 
is expected to spur up to $15 billion in new lending to 
small businesses. As of September 30, 2013, SSBCI had 
approved funding for 47 states, 5 territories, 4 municipali-
ties, and the District of Columbia for a total of over $1.4 
billion in obligations, of which $912 million had already 
been disbursed. During 2013, Treasury provided technical 
assistance to States in order to improve program impacts, 
focusing on elements of good program design, operation, 
and marketing.  

The Budget includes an additional $1.5 billion for a sec-
ond round of the State Small Business Credit Initiative. 
The proposal requires $1 billion of the funding to be 
competitively awarded to States best able to target un-
derserved groups, leverage Federal funding and evaluate 
results.  The remaining $500 million will be allocated to 
States according to a need-based formula based on eco-
nomic factors such as job losses and pace of economic re-
covery.

The second Treasury program created by the Act was 
the Small Business Lending Fund (SBLF), a dedicated in-
vestment fund that encourages lending to small business-
es by providing capital to qualified community banks and 
community development loan funds (CDLFs) with assets 
of less than $10 billion. Because participating institutions 
leverage their capital, the SBLF helps increase lending to 
small businesses in an amount significantly greater than 
the total capital provided to participating banks. In addi-
tion to expanding the lending capacity of all participants, 
SBLF creates a strong incentive for banks to increase 
small business loans by tying the cost of SBLF funding 
to the growth of their portfolio of small business loans. 
The initial dividend rate on SBLF funding was capped 
at 5 percent. If a bank’s small business lending increases 
by 10 percent or more, the rate will fall to as low as 1 
percent.  Banks that increase their lending by amounts 
less than 10 percent can benefit from rates set between 
2 percent and 5 percent. For participants whose lending 
does not increase in the first two years, however, the rate 
will increase to 7 percent. After 4.5 years, the rate on all 
outstanding SBLF funding will increase to 9 percent. The 
application period for the program closed in June 2011, 
with 332 institutions receiving slightly over $4 billion 
in funding by the end of 2011. The current reestimated 
subsidy rate and actual program volume of $4.03 billion 
result in projected budget savings of approximately $25 
million, representing a decrease in the original projected 
subsidy cost of $1.3 billion. In 2013, Treasury released the 
results of a study on the Small Business Lending Fund 
analyzing changes in small business lending by SBLF 
participants as of June 30, 2013. Among other findings, 
the study concluded that:

•	SBLF participants have, in total, increased their 
small business lending by $10.4 billion over a $36.5 
billion baseline;

•	Increases in small business lending were wide-
spread, with 92 percent of participants having in-
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creased their small business lending over baseline 
levels; and

•	When compared with changes relative to a peer 
group, SBLF banks have increased business loans 
outstanding by a median of 48.2 percent over base-
line levels, versus a 10.3 percent median increase for 
the representative peer group.

Loans to Farmers

The Farm Service Agency (FSA) assists low-income 
family farmers in starting and maintaining viable farm-
ing operations. Emphasis is placed on aiding beginning 
and socially disadvantaged farmers. FSA offers operating 
loans and ownership loans, both of which may be either 
direct or guaranteed loans. Operating loans provide credit 
to farmers and ranchers for annual production expenses 
and purchases of livestock, machinery, and equipment, 
while farm ownership loans assist producers in acquiring 
and developing their farming or ranching operations. As 
a condition of eligibility for direct loans, borrowers must 
be unable to obtain private credit at reasonable rates 
and terms. As FSA is the “lender of last resort,” default 
rates on FSA direct loans are generally higher than those 
on private-sector loans. FSA-guaranteed farm loans are 
made to more creditworthy borrowers who have access to 
private credit markets. Because the private loan origina-
tors must retain 10 percent of the risk, they exercise care 
in examining the repayment ability of borrowers. The 
subsidy rates for the direct programs fluctuate largely be-
cause of changes in the interest component of the subsidy 
rate.

The number of loans provided by these programs has 
varied over the past several years. In 2013, FSA pro-
vided loans and loan guarantees to almost 30,000 fam-
ily farmers totaling $3.9 billion. Direct and guaranteed 
loan programs provided assistance totaling $1.7 billion to 
beginning farmers during 2013. Loans for socially disad-
vantaged farmers totaled $570 million, of which $268 mil-
lion was in the farm ownership program and $302 million 
in the farm operating program. The average size of farm 
ownership loans was consistent over the past two years, 
with new customers receiving the bulk of the direct loans. 
In contrast, the majority of assistance provided in the op-
erating loan program is to existing FSA farm borrowers. 
Overall, demand for FSA loans—both direct and guaran-
teed—continues to be high. More conservative credit stan-
dards in the private sector continue to drive applicants 
from commercial credit to FSA direct programs. Also, re-
cord high land prices, market volatility and uncertainty 
are driving lenders to request guarantees in situations 
where they may not have in the past. In the 2015 Budget, 
FSA proposes to make $5.6 billion in direct and guaran-
teed loans through discretionary programs. The Budget 
also requests funding for the guaranteed conservation 
loans. The overall loan level for conservation loans is un-
changed from the 2014 requested level of $150 million.

Lending to beginning farmers was strong during 2013.  
FSA provided direct or guaranteed loans to more than 
23,500 beginning farmers. Loans provided under the 

Beginning Farmer Down Payment Loan Program repre-
sented 29 percent of total direct ownership loans made 
during the year, substantially less than the previous year. 
Fifty six percent of direct operating loans were made to 
beginning farmers, an increase of 23 percent in dollar vol-
ume over 2012. Overall, as a percentage of funds avail-
able, lending to beginning farmers was 1 percentage point 
above the 2012 level. Lending to minority and women 
farmers was a significant portion of overall assistance 
provided, with $570 million in loans and loan guarantees 
provided to more than 7,100 farmers. This represents 
an increase of 4 percent in the overall number of direct 
loans to minority and women borrowers. Outreach efforts 
by FSA field offices to promote and inform beginning and 
minority farmers about FSA funding have resulted in in-
creased lending to these groups.  

FSA continues to evaluate the farm loan programs in 
order to improve their effectiveness. FSA released a new 
Microloan program to increase lending to small niche pro-
ducers and minorities.  This program dramatically reduc-
es application procedures for small loans, and implements 
more flexible eligibility and experience requirements.   
FSA has also developed a nationwide continuing educa-
tion program for its loan officers to ensure they remain 
experts in agricultural lending, and it is transitioning all 
information technology applications for direct loan servic-
ing into a single, web-based application that will expand 
on existing capabilities to include all special servicing op-
tions. Its implementation will allow FSA to better service 
its delinquent and financially distressed borrowers.

The Farm Credit System (Banks and Associations)

The Farm Credit System (FCS or System) is a 
Government-sponsored enterprise (GSE) composed of a 
nationwide network of borrower-owned cooperative lend-
ing institutions originally authorized by Congress in 1916. 
The FCS’s mission continues to be providing sound and 
dependable credit to American farmers, ranchers, produc-
ers or harvesters of aquatic products, their cooperatives, 
and farm-related businesses.

The financial condition of the System’s banks and 
associations remains fundamentally sound. Between 
September 30, 2012 and September 30, 2013, the ratio 
of capital to assets increased from 16.1 percent to 16.5 
percent. Capital consisted of $38.3 billion in unrestricted 
capital and $3.4 billion in restricted capital in the Farm 
Credit Insurance Fund, which is held by the Farm Credit 
System Insurance Corporation (FCSIC). For the first nine 
months of calendar year 2013, net income equaled $3.5 
billion compared with $3.2 billion for the same period of 
the previous year.  The increase in net income resulted 
primarily from a decrease in provision for loan losses and 
an increase in net interest income.

Over the 12-month period ending September 30, 2013, 
nonperforming loans as a percentage of total loans out-
standing decreased from 1.53 percent to 1.15 percent, pri-
marily because of an improvement in the credit quality of 
loans to borrowers in certain agricultural sectors.  System 
assets grew a moderate 5.5 percent during that period as 
growth in real estate mortgage, production and interme-
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diate, energy and water/waste water, and other loans off-
set declines in loans to cooperatives and communication 
loans.

Over the same period, the System’s loans outstanding 
grew by $8.8 billion, or 4.7 percent, while over the past 
five years they grew by $36.1 billion, or 22.9 percent. As 
required by law, borrowers are also stockholder-owners of 
System banks and associations. As of September 30, 2013, 
the System had 502,044 stockholders.

The number of FCS institutions continued to decrease 
because of consolidation. As of September 30, 2013, the 
System consisted of four banks and 82 associations, 
compared with seven banks and 104 associations in 
September 2002.  Of the 86 FCS banks and associations, 
77 of them had one of the top two examination ratings (1 
or 2 on a 1 to 5 scale) and accounted for 98.4 percent of 
gross System’s assets. Eight FCS institutions had a rating 
of 3, and 1 FCS institution had a rating of 4.

Loans to young, beginning, and small farmers and 
ranchers represented 11.7 percent, 15.2 percent, and 17.4 
percent, respectively, of the total dollar volume of all new 
farm loans made in 2012.  The shares of all three catego-
ries were higher than those reported for 2011. Between 
2011 and 2012, the increase in the dollar volume of new 
loans was 18.5 percent for young farmers, 19.2 percent 
for beginning farmers, and 17.9 percent for small farm-
ers. Young, beginning, and small farmers are not mutually 
exclusive groups and, thus, cannot be added across cat-
egories. Maintaining special policies and programs for the 
extension of credit to young, beginning, and small farmers 
and ranchers is a legislative mandate for the System.

The System, while continuing to record strong earnings 
and capital growth, remains exposed to a variety of risks 
associated with its portfolio concentration in agriculture 
and rural America. High grain prices and a weak housing 
industry put considerable stress on the protein, dairy and 
ethanol industries, as well as housing related sectors such 
as timber and nurseries.  However, credit conditions in 
these industries have improved substantially in the past 
year. The System has maintained its capacity to issue lon-
ger-term debt at extremely low yields. The agricultural 
sector is also subject to future risks such as a farmland 
price decline, a rise in interest rates, volatile commodity 
prices, rising production costs, weather-related catastro-
phes, and long-term environmental risks related to cli-
mate change. 

The FCSIC, an independent Government-controlled 
corporation, ensures the timely payment of principal and 
interest on FCS obligations on which the System banks 
are jointly and severally liable.  On September 30, 2013, 
the assets in the Insurance Fund totaled $3.4 billion.   As 
of September 30, 2013, the Insurance Fund as a percent-
age of adjusted insured debt was 1.99 percent.  This was 
slightly below the statutory secure base amount of 2 per-
cent.  During the first nine months of calendar year 2013, 
outstanding insured System obligations grew by 1.7 per-
cent.

Federal Agricultural Mortgage 
Corporation (Farmer Mac)

Farmer Mac was established in 1988 as a federally 
chartered instrumentality of the United States and an in-
stitution of the FCS to facilitate a secondary market for 
farm real estate and rural housing loans. Farmer Mac is 
not liable for any debt or obligation of the other System 
institutions, and no other System institutions are liable 
for any debt or obligation of Farmer Mac. The Farm Credit 
System Reform Act of 1996 expanded Farmer Mac’s role 
from a guarantor of securities backed by loan pools to a 
direct purchaser of mortgages, enabling it to form pools 
to securitize. In May 2008, the Food, Conservation and 
Energy Act of 2008 (2008 Farm Bill) expanded Farmer 
Mac’s program authorities by allowing it to purchase and 
guarantee securities backed by rural utility loans made 
by cooperatives.  

Farmer Mac continues to meet core capital and regu-
latory risk-based capital requirements. As of September 
30, 2013, Farmer Mac’s total outstanding program volume 
(loans purchased and guaranteed, standby loan purchase 
commitments, and AgVantage bonds purchased and guar-
anteed) amounted to $13.79 billion, which represents an 
increase of 10.6 percent from the level a year ago.  Of to-
tal program activity, $9.7 billion were on-balance-sheet 
loans and guaranteed securities, and $4.1 billion were 
off-balance-sheet obligations. Total assets were $13.1 bil-
lion, with nonprogram investments (including cash and 
cash equivalents) accounting for $3.2 billion of those as-
sets. Farmer Mac’s net income for the first three quarters 
of calendar year 2013 was $59.3 million, a significant in-
crease from the same period in 2012 during which Farmer 
Mac reported net income of $34.3 million. Farmer Mac’s 
earnings can be substantially influenced by unrealized 
fair-value gains and losses. For example, fair-value chang-
es on financial derivatives resulted in an unrealized gain 
of $22.5 million for the first three quarters of 2013, com-
pared with unrealized losses $23.3 million for the same 
period in 2012 (both pre-tax). Although unrealized fair-
value changes experienced on financial derivatives tem-
porarily impact earnings and capital, those changes are 
not expected to have any permanent effect if the financial 
derivatives are held to maturity, as is expected.

 Energy and Infrastructure Credit Programs

This Administration is committed to constructing a 
new foundation for economic growth and job creation, and 
clean energy is a critical component of that. The general 
public, as well as individual consumers and owners, ben-
efits from clean energy and well-developed infrastructure. 
Thus, the Federal Government promotes clean energy 
and infrastructure development through various credit 
programs.

Credit Programs to Promote 
Clean and Efficient Energy

The Department of Energy (DOE) administers two 
credit programs that serve to reduce emissions and en-
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hance energy efficiency: a loan guarantee program to sup-
port innovative energy technologies and a direct loan pro-
gram to support advanced automotive technologies.

The DOE’s Title 17 loan guarantee program is autho-
rized to issue loan guarantees for projects that employ 
innovative technologies to reduce air pollutants or man-
made greenhouse gases. The program was first provided 
$4 billion in loan volume authority in 2007. The 2009 
Consolidated Appropriations Act provided an additional 
$47 billion in loan volume authority, allocated as follows: 
$18.5 billion for nuclear power facilities, $2 billion for 
“front-end” nuclear enrichment activities, $8 billion for 
advanced fossil energy technologies, and $18.5 billion for 
energy efficiency, renewable energy, and transmission and 
distribution projects. The 2011 appropriations effectively 
reduced the available loan volume authority for energy 
efficiency, renewable energy, and transmission and distri-
bution projects by $17 billion and provided $170 million 
in credit subsidy to support renewable energy or energy 
efficient end-use energy technologies. Congress has since 
provided no new loan authority or credit subsidy for DOE’s 
Title 17 program. The President’s 2015 Budget requests 
no new authority as the program will focus on deploying 
the remaining resources appropriated in prior years.

The American Reinvestment and Recovery Act of 2009 
amended the program’s authorizing statute to allow loan 
guarantees on a temporary basis for commercial or ad-
vanced renewable energy systems, electric power trans-
mission systems, and leading edge biofuel projects. The 
Recovery Act initially provided $6 billion in new budget 
authority for credit subsidy costs incurred for eligible 
loan guarantees. After funds were transferred to support 
the Department of Transportation’s “Cash for Clunkers” 
program in 2009 and $1.5 billion was rescinded to offset 
the Education Jobs and Medicaid Assistance Act in 2010, 
the program had $2.5 billion available for credit subsidy. 
Early solicitations for the guarantee program attract-
ed many projects requesting 100 percent guarantees of 
DOE-supported loans. Consistent with Federal credit pol-
icies, loans with 100 percent guarantees in this program 
are financed by the Federal Financing Bank, and there-
fore do not involve private sector lenders. The program’s 
“Financial Institutions Partnership Program” solicita-
tion, however, invited private sector lenders to participate 
whereby DOE provided guarantees for up to 80 percent of 
loan amounts financed by private sector financial institu-
tions. This structure utilized private sector expertise, ex-
pedited the lending/underwriting process, and leveraged 
the program’s funds by sharing project risks with the 
private sector, while increasing private sector experience 
with financing new energy technologies. The program also 
added a new solicitation in 2010 specifically targeting 
projects in the United States that manufacture renewable 
energy systems or related components. While the author-
ity for the temporary program to extend new loans ex-
pired September 30, 2011, DOE provided loan guarantees 
to 28 projects totaling over $16 billion in guaranteed debt 
including: 12 solar generation, 4 solar manufacturing, 4 
wind generation, 3 geothermal, 2 biofuels, and 3 trans-

mission/energy storage projects.  Four projects withdrew 
prior to any disbursement of funds.

The Advanced Technology Vehicle Manufacturing 
(ATVM) Direct Loan program was created to support the 
development of advanced technology vehicles and associ-
ated components in the United States that would improve 
vehicle energy efficiency by at least 25 percent relative 
to a 2005 Corporate Average Fuel Economy standards 
baseline. In 2009, Congress appropriated $7.5 billion in 
credit subsidy costs to support a maximum of $25 billion 
in loans under ATVM. The program provides loans to au-
tomobile and automobile part manufacturers for the cost 
of re-equipping, expanding, or establishing manufactur-
ing facilities in the United States, and for other costs as-
sociated with engineering integration.

Electric and Telecommunications Loans

Rural Utilities Service (RUS) programs of the United 
States Department of Agriculture (USDA) provide loans 
for rural electrification, telecommunications, distance 
learning, telemedicine, and broadband, and also provide 
grants for distance learning and telemedicine (DLT).

The Budget includes $5 billion in direct loans for elec-
tricity distribution, construction of renewable energy fa-
cilities, transmission, and carbon capture projects on fa-
cilities to replace fossil fuels. The Budget also provides 
$690 million in direct telecommunications loans, $44 mil-
lion in broadband loans, $20 million in broadband grants, 
and $25 million in DLT grants. 

USDA Rural Infrastructure and 
Business Development Programs

USDA provides grants, loans, and loan guarantees to 
communities for constructing facilities such as healthcare 
clinics, police stations, and water systems. Direct loans 
are available at lower interest rates for the poorest com-
munities. These programs have very low default rates. 
That coupled with the historically low funding costs for 
the Government has resulted in negative subsidy rates 
for these programs.

The program level for the Water and Wastewater 
treatment facility loan and grant program in the 2015 
President’s Budget is $1.5 billion. These funds are avail-
able to communities of 10,000 or fewer residents. The 
Community Facility Program is targeted to rural commu-
nities with fewer than 20,000 residents. For 2015, it will 
have a program level of $2.2 billion in direct loans and 
$21 million in grants.

USDA also provides grants, direct loans, and loan 
guarantees to assist rural businesses, cooperatives, non-
profits, and farmers in creating new community infra-
structure (i.e. educational and healthcare networks) and 
to diversify the rural economy and employment opportu-
nities.  In 2015, USDA proposes to provide $627 million 
in loan guarantees and direct loans to entities that serve 
communities of 25,000 or less through the Intermediary 
Relending program and to entities that serve communities 
of 50,000 or less through the Business and Industry guar-
anteed loan program and the Rural Microentrepreneur 
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Assistance program. These loans are structured to save 
or create jobs and stabilize fluctuating rural economies.

The Rural Business Service is also responsible for the 
Rural Energy for America program through which the 
Budget proposes $10 million in funding to support $52 
million in loan guarantees and grants to promote energy 
efficiencies, renewable energy, and small business devel-
opment in rural communities.

Transportation Infrastructure

Federal credit programs, offered through the 
Department of Transportation (DOT), fund critical 
transportation infrastructure projects, often using in-
novative financing methods. The two predominant pro-
grams are the program authorized by the Transportation 
Infrastructure Finance and Innovation Act (TIFIA), and 
the Railroad Rehabilitation and Improvement Financing 
(RRIF) program.

Established by the Transportation Equity Act of the 
21st century (TEA-21) in 1998, the TIFIA program is 
designed to fill market gaps and leverage substantial 
private co-investment by providing supplemental and 
subordinate capital to projects of national or regional sig-
nificance. Through TIFIA, DOT provides Federal credit 
assistance to highway, transit, rail, and intermodal proj-
ects. The 39 projects that have received TIFIA credit 
assistance represent over $55 billion of infrastructure 
investment in the United States.   Government commit-
ments in these partnerships constitute nearly $15 billion 
in Federal assistance with a budgetary cost of approxi-
mately one billion dollars.

TIFIA can help advance qualified, large-scale projects 
that otherwise might be delayed or deferred because of 
size, complexity, or uncertainty over the timing of rev-
enues at a relatively low budgetary cost. Each dollar of 
subsidy provided for TIFIA can provide approximately 
$10 in credit assistance, and leverage an additional $20 
to $30 in non-Federal transportation infrastructure in-
vestment. Prior to the most recent surface transportation 
reauthorization, MAP-21, the demand for the TIFIA pro-
gram far exceeded available resources. MAP-21 dramati-
cally increased program resources in an effort to help meet 
demand, providing $750 million in 2013 and $1 billion for 
the program in 2014. In 2015, the President’s Budget con-
tinues to build upon prior success by requesting $1 bil-
lion for the TIFIA program. At the requested level, TIFIA 
could provide approximately $10 billion in credit support 
for up to $30 billion in new infrastructure projects. This 
funding will accelerate critical transportation improve-
ments and attract private investment by lowering financ-
ing costs and mitigating market imperfections.

DOT has also provided direct loans and loan guaran-
tees to railroads since 1976 for facilities maintenance, 
rehabilitation, acquisitions, and refinancing. Federal as-
sistance was created to provide financial assistance to 
the financially-challenged portions of the rail industry. 
However, following railroad deregulation in 1980, the 
industry’s financial condition began to improve, larger 
railroads were able to access private credit markets, and 
interest in Federal credit support began to decrease.

Also established by TEA-21 in 1998, the RRIF program 
provides loans with an interest rate equal to the Treasury 
rate for similar-term securities. TEA-21 also stipulates 
that non-Federal sources pay the subsidy cost of the loan, 
thereby allowing the program to operate without Federal 
subsidy appropriations. The RRIF program assists proj-
ects that improve rail safety, enhance the environment, 
promote economic development, or enhance the capacity 
of the national rail network. While refinancing existing 
debt is an eligible use of RRIF proceeds, capital invest-
ment projects that would not occur without a RRIF loan 
are prioritized.

The Safe, Accountable, Flexible, Efficient Transportation 
Equity Act: A Legacy for Users (SAFETEA-LU) increased 
the amount of total RRIF assistance available from $3.5 
billion to $35 billion, and the Rail Safety Improvement 
Act (RSIA) extended the maximum loan term from 25 to 
35 years. Since enactment of TEA-21, over $1.7 billion in 
direct loans have been made under the RRIF program. 

National Infrastructure Bank 

To direct Federal resources for infrastructure to proj-
ects that demonstrate the most merit and may be difficult 
to fund under the current patchwork of Federal programs, 
the President has called for the creation of an indepen-
dent, non-partisan National Infrastructure Bank (NIB), 
led by infrastructure and financial experts.  The NIB 
would offer broad eligibility and unbiased selection for 
transportation, water, and energy infrastructure projects.  
Projects would have a clear public benefit, meet rigorous 
economic, technical and environmental standards, and be 
backed by a dedicated revenue stream. Geographic, sector, 
and size considerations would also be taken into account. 
Interest rates on loans issued by the NIB would be in-
dexed to United States Treasury rates, and the maturity 
could be extended up to 35 years, giving the NIB the abil-
ity to be a “patient” partner side-by-side with State, lo-
cal, and private co-investors. To maximize leverage from 
Federal investments, the NIB would finance no more than 
50 percent of the total costs of any project.

International Credit Programs

Seven Federal agencies—the Department of Agriculture 
(USDA), the Department of Defense, the Department of 
State, the Department of the Treasury, the Agency for 
International Development (USAID), the Export-Import 
Bank, and the Overseas Private Investment Corporation 
(OPIC)—provide direct loans, loan guarantees, and in-
surance to a variety of private and sovereign borrowers. 
These programs are intended to level the playing field for 
U.S. exporters, deliver robust support for U.S. goods and 
services, stabilize international financial markets, and 
promote sustainable development.

Leveling the Playing Field

Federal export credit programs counter official financ-
ing that foreign governments around the world, largely in 
Europe and Japan but also increasingly in emerging mar-
kets such as China and Brazil, provide their exporters, 
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usually through export credit agencies (ECAs). The U.S. 
Government has worked since the 1970’s to constrain offi-
cial credit support through a multilateral agreement in the 
Organization for Economic Cooperation and Development 
(OECD). In its current form, this agreement has virtu-
ally eliminated direct interest rate subsidies, significantly 
constrained tied-aid grants, and standardized the fees for 
corporate and sovereign lending across all OECD ECAs—
bringing the all-in costs of OECD export credit financing 
broadly in line with market levels.   In addition to ongo-
ing OECD negotiations, US government efforts resulted 
in the 2012 creation of the International Working Group 
(IWG) on export credits.  This group includes China and 
other non-OECD providers of export credits in discus-
sions on a broader framework that would bring common 
practices to ECAs throughout the world. 

The Export-Import Bank provides export credits, in the 
form of direct loans or loan guarantees, to U.S. export-
ers who meet basic eligibility criteria and who request 
the Bank’s assistance. USDA’s Export Credit Guarantee 
Programs (also known as GSM programs) similarly help 
to level the playing field. Like programs of other agricul-
tural exporting nations, GSM programs guarantee pay-
ment from countries and entities that want to import U.S. 
agricultural products but cannot easily obtain credit.

Stabilizing International Financial Markets

Consistent with U.S. obligations in the International 
Monetary Fund regarding global financial stabil-
ity, the Exchange Stabilization Fund managed by the 
Department of the Treasury may provide loans or credits 
to a foreign entity or government of a foreign country. A 
loan or credit may not be made for more than six months 
in any 12-month period unless the President gives the 
Congress a written statement that unique or emergency 
circumstances require that the loan or credit be for more 
than six months.

Using Credit to Promote Sustainable Development

Credit is an important tool in U.S. bilateral assistance to 
promote sustainable development. USAID’s Development 
Credit Authority (DCA) allows USAID to use a variety of 
credit tools to support its development activities abroad. 
DCA provides non-sovereign loan guarantees in targeted 
cases where credit serves more effectively than tradition-
al grant mechanisms to achieve sustainable development. 

DCA is intended to mobilize host country private capital 
to finance sustainable development in line with USAID’s 
strategic objectives. Through the use of partial loan guar-
antees and risk sharing with the private sector, DCA 
stimulates private-sector lending for financially viable 
development projects, thereby leveraging host-country 
capital and strengthening sub-national capital markets 
in the developing world.

OPIC mobilizes private capital to help solve critical 
challenges such as renewable energy and infrastructure 
development, and in doing so, advances U.S. foreign policy. 
OPIC achieves its mission by providing investors with fi-
nancing, guarantees, political risk insurance, and support 
for private equity investment funds.  These programs are 
intended to create more efficient financial markets, even-
tually encouraging the private sector to supplant OPIC 
finance in developing countries. 

Ongoing Coordination

International credit programs are coordinated through 
two groups to ensure consistency in policy design and cred-
it implementation. The Trade Promotion Coordinating 
Committee (TPCC) works within the Administration to 
develop a National Export Strategy to make the delivery 
of trade promotion support more effective and convenient 
for U.S. exporters.

The Interagency Country Risk Assessment System 
(ICRAS) standardizes the way in which most agencies 
that lack sufficient historical experience budget for the 
cost associated with the risk of international lending. The 
cost of lending by these agencies is governed by propri-
etary U.S. Government ratings, which correspond to a set 
of default estimates over a given maturity. The methodol-
ogy establishes assumptions about default risks in inter-
national lending using averages of international sover-
eign bond market data. The strength of this method is its 
link to the market and an annual update that adjusts the 
default estimates to reflect the most recent risks observed 
in the market.

Promoting Economic Growth and Poverty 
Reduction through Debt Sustainability

The Enhanced Heavily Indebted Poor Countries 
(HIPC) Initiative reduces the debt of some of the poorest 
countries with unsustainable debt burdens that are com-
mitted to economic reform and poverty reduction.

III. INSURANCE PROGRAMS

Deposit Insurance

Federal deposit insurance promotes stability in the 
U.S. financial system. Prior to the establishment of 
Federal deposit insurance, depository institution failures 
often caused depositors to lose confidence in the bank-
ing system and rush to withdraw deposits. Such sudden 
withdrawals caused serious disruption to the economy. In 
1933, in the midst of the Great Depression, a system of 
Federal deposit insurance was established to protect de-

positors and to prevent bank failures from causing wide-
spread disruption in financial markets.

Today, the Federal Deposit Insurance Corporation 
(FDIC) insures deposits in banks and savings associa-
tions (thrifts) using the resources available in its Deposit 
Insurance Fund (DIF). The National Credit Union 
Administration (NCUA) insures deposits (shares) in most 
credit unions (certain credit unions are privately insured) 
through the National Credit Union Share Insurance Fund 
(SIF). As of September 30, 2013, the FDIC insured $6 tril-
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lion of deposits at 6,891 commercial banks and thrifts, 
and the NCUA insured $862 billion of shares at 6,620 
credit unions. The expiration of the Transaction Account 
Guarantee program on December 31, 2012 led to a large 
one time reduction in FDIC insured deposits as amounts 
above $250,000 deposited in domestic noninterest-bearing 
transaction accounts are no longer insured by FDIC. See 
the Financial Stabilization Efforts and their Budgetary 
Effects chapter of the Analytical Perspectives volume of 
the 2014 President’s Budget for more information on the 
Transaction Account Guarantee program.

Recent Reforms

Since its creation, the Federal deposit insurance system 
has undergone many reforms. As a result of the recent 
crisis, several reforms were enacted to protect both the 
acute and longer-term integrity of the Federal deposit in-
surance system. The Helping Families Save Their Homes 
Act of 2009 (P.L. 111–22) provided NCUA with tools to 
protect the Share Insurance Fund as well as support to 
credit union member institutions. Notably, the Helping 
Families Save Their Homes Act:

•	Segregated losses of corporate credit unions into the 
Temporary Corporate Credit Union Stabilization 
Fund (TCCUSF), providing a mechanism for assess-
ing losses related to the corporate credit unions to 
member institutions over an extended period of time;

•	Allowed a restoration plan to spread insurance pre-
mium assessments over a period of up to eight years 
if the equity ratio fell below 1.2 percent; and

•	Increased the Share Insurance Fund’s borrowing 
authority to $6 billion.

The Dodd-Frank Wall Street Reform and Consumer 
Protection (Wall Street Reform) Act of 2010 included 
provisions allowing the FDIC to more effectively and ef-
ficiently manage the DIF. The Act authorized the FDIC to 
set the minimum DIF reserve ratio (ratio of the deposit 
insurance fund balance to total estimated insured depos-
its) to 1.35 percent by 2020, up from 1.15 percent. In addi-
tion to raising the minimum reserve ratio, the Wall Street 
Reform Act also:

•	Eliminated the FDIC’s requirement to rebate premi-
ums when the DIF reserve ratio is between 1.35 and 
1.5 percent;

•	Gave the FDIC discretion to suspend or limit re-
bates when the DIF reserve ratio is at least 1.5 per-
cent, effectively removing the 1.5 percent cap on the 
DIF; and

•	Required the FDIC to offset the effect on small in-
sured depository institutions (defined as banks with 
assets less than $10 billion) when setting assess-
ments to raise the reserve ratio from 1.15 to 1.35 
percent.

In implementing the Wall Street Reform Act, the FDIC 
issued a final rule setting a long-term (i.e., beyond 2024) 
reserve ratio target of 2 percent, a goal that FDIC consid-
ers necessary to maintain a positive fund balance during 
economic crises while permitting steady long-term as-
sessment rates that provide transparency and predict-
ability to the banking sector. This rule, coupled with other 
provisions of the Wall Street Reform Act, will significantly 
improve the FDIC’s capacity to resolve bank failures and 
maintain financial stability during economic downturns.

The Wall Street Reform Act also permanently increased 
the insured deposit level to $250,000 per account at banks 
or credit unions insured by the FDIC or NCUA.

Recent Fund Performance

After seven consecutive quarters of negative balances, 
the DIF balance became positive on June 30, 2011, stand-
ing at $3.9 billion on an accrual basis, then doubling to 
$7.8 billion on September 30, 2011. As of September 30, 
2013, the DIF fund balance stood at $40.8 billion. The 
growth in the DIF balance is a result of fewer bank fail-
ures and higher assessment revenue. The reserve ratio on 
September 30, 2013 was 0.68 percent. 

As of September 30, 2013, the number of insured in-
stitutions on the FDIC’s “problem list” (institutions with 
the highest risk ratings) totaled 515, which represented 
a decrease of nearly 42 percent from December 2010. 
Furthermore, the assets held by problem institutions de-
creased by more than 55 percent. 

The SIF ended September 2013 with assets of $11.7 
billion. The NCUA’s equity ratio was 1.31 percent in 
March 2013. If the equity ratio increases above the nor-
mal operating level of 1.30 percent, a distribution is nor-
mally paid to member credit unions to reduce the equity 
ratio to the normal operating level. However, the Helping 
Families Save Their Homes Act requires that SIF divi-
dends be directed to Treasury for the repayment of any 
outstanding TCCUSF loans before a distribution can be 
paid to member credit unions. In March of 2013, NCUA 
distributed SIF dividends of $88 million to the TCCUSF. 
As of September 30, 2013, the TCCUSF had a $4.7 billion 
loan outstanding from the Department of the Treasury. 

The health of the credit union industry continues to 
improve. Consequently, the ratio of insured shares in 
problem institutions to total insured shares decreased 
to 1.6 percent in September 2013 from a high of 5.7 
percent in December 2009. With the improving health 
of credit unions, NCUA has been steadily reducing SIF 
loss reserves. As of September 30, 2013, the SIF had set 
aside $243.8 million in reserves to cover potential losses, 
over 75 percent less than the $1.0 billion set-aside as of 
September 30, 2011.

Restoring the Deposit Insurance Funds

Pursuant to the Wall Street Reform Act, the restora-
tion period for the FDIC’s DIF reserve ratio to reach 1.35 
percent was extended to 2020. (Prior to the Act, the DIF 
reserve ratio was required to reach the minimum target 
of 1.15 percent by the end of 2016.) The Budget projects 
that changes in net provisions for losses coupled with low-
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er projected investment income in 2014 will slightly de-
crease the DIF reserve ratio to 0.64 percent at year-end. 
From 2015 on, however, it is expected to increase steadily, 
reaching the statutorily required level of 1.35 percent by 
2020. In late 2009, the FDIC Board of Directors adopt-
ed a final rule requiring insured institutions to prepay 
quarterly risk-based assessments for the fourth quarter 
of CY 2009 and for all of CY 2010, 2011, and 2012. The 
FDIC collected approximately $45 billion in prepaid as-
sessments pursuant to this rule. Unlike a special assess-
ment, the prepaid assessments did not immediately affect 
bank earnings; it was booked as an asset and amortized 
each quarter by that quarter’s assessment charge. This 
prepaid assessment, coupled with annual assessments 
on the banking industry, provided the FDIC with ample 
operating cash flows to effectively and efficiently resolve 
bank failures during the short period in which the DIF 
balance was negative. Although the FDIC has authority 
to borrow up to $100 billion from Treasury to maintain 
sufficient DIF balances, the Budget does not anticipate 
FDIC utilizing their borrowing authority because the DIF 
is projected to maintain positive operating cash flows over 
the entire 10-year budget horizon.

While the NCUA has successfully restored the reserve 
ratio of the SIF to the required level, NCUA continues to 
seek compensation from the parties that created and sold 
troubled assets to the failed corporate credit unions. As of 
December 31, 2013, NCUA’s gross recoveries from securi-
ties underwriters total more than $1.75 billion, helping to 
minimize losses and future assessments on federally in-

sured credit unions. These recoveries have also accelerat-
ed repayment of the TCCUSF’s outstanding U.S. Treasury 
borrowings. 

Budget Outlook 

The Budget estimates DIF net outlays of -$92.9 billion 
(i.e. net inflows into the fund) over the 10-year budget 
window. As a result of updated economic assumptions and 
technical changes to OMB’s forecasting model, the pro-
jected inflows between 2014 and 2023 are lower than the 
2014 Mid-Session Review (MSR) projection by approxi-
mately $5.8 billion. The latest public data on the bank-
ing industry led to a downward revision to bank failure 
estimates, which are consistent with long-term, historical 
averages in terms of failed bank assets as a percentage of 
GDP. With the lower bank failure projection, the Budget 
projects much lower FDIC premiums necessary to reach 
the minimum Wall Street Reform Act DIF reserve ratio of 
1.35 percent.

Pension Guarantees

The Pension Benefit Guaranty Corporation (PBGC) in-
sures the pension benefits of workers and retirees in cov-
ered defined-benefit pension plans. PBGC pays benefits, 
up to a guaranteed level, when a company’s plan closes 
without enough assets to pay future benefits. PBGC’s 
claims exposure is the amount by which qualified benefits 
exceed assets in insured plans. In the near term, the risk 
of loss stems from financially distressed firms with un-

Table 20–1.  TOP 10 FIRMS PRESENTING CLAIMS (1975-2013)
Single-Employer Program

 
Firm

Fiscal Year(s) 
of Plan 

Termination(s) Claims (by firm)

Percent of 
Total Claims 
(1975-2013)

1 United Airlines 2005 $7,304,186,216 15.01%

2 Delphi 2009 6,387,327,984 13.13%

3 Bethlehem Steel 2003 3,702,771,655 7.61%

4 US Airways 2003, 2005 2,723,720,013 5.60%

5 LTV Steel* 2002, 2003, 2004 2,134,985,884 4.39%

6 Delta Air Lines 2006 1,720,156,504 3.53%

7 National Steel 2003 1,319,009,117 2.71%

8 Pan American Air 1991, 1992 841,082,434 1.73%

9 Trans World Airlines 2001 668,377,106 1.37%

10 Weirton Steel 2004 640,480,970 1.32%

  Top 10 Total   $27,442,097,883 56.39%

  All Other Total   $21,219,218,191 43.61%

  TOTAL   $48,661,316,074 100.00%
* Does not include 1986 termination of a Republic Steel plan sponsored by LTV.
Sources:  PBGC Fiscal Year Closing File (9/30/13), PBGC Case Management System, and 

PBGC Participant System (PRISM).
Due to rounding of individual items, numbers and percentages may not add up to totals.
Data in this table have been calculated on a firm basis and, except as noted, include all 

trusteed plans of each firm.
Values and distributions are subject to change as PBGC completes its reviews and establishes 

termination dates.
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derfunded plans. In the longer term, loss exposure results 
from the possibility that healthy firms become distressed 
and well-funded plans become underfunded due to inade-
quate contributions, poor investment results, or increased 
liabilities.

PBGC monitors companies with underfunded plans 
and acts to protect the interests of the pension insur-
ance program’s stakeholders where possible. Under its 
Early Warning Program, PBGC works with companies to 
strengthen plan funding or otherwise protect the insur-
ance program from avoidable losses. However, PBGC’s 
authority to prevent undue risks to the insurance pro-
gram is limited. Most private insurers can diversify or 
reinsure their catastrophic risks as well as flexibly price 
these risks. Unlike private insurers, PBGC cannot deny 
insurance coverage or adjust premiums according to risk. 
Both types of PBGC premiums—the flat rate (a per per-
son charge paid by all plans) and the variable rate (paid 
by some underfunded plans) are set in statute. CBO and 
others have noted that the premium rates are far lower 
than what a private financial institution would charge for 
insuring the same risk.  

Claims against PBGC’s insurance programs are highly 
variable. One large pension plan termination may result 
in a larger claim against PBGC than the termination of 
many smaller plans. Future results will continue to de-
pend largely on the termination of a limited number of 
very large plans.

PBGC operates two legally distinct insurance pro-
grams: one for single employer plans and another for 
multiemployer plans. Single employer plans generally 
provide benefits to the employees of one employer. When 
an underfunded single employer plan terminates, usually 
through bankruptcy, PBGC becomes trustee of the plan, 
applies legal limits on payouts, and pays benefits. The 
amount of benefit paid is determined after taking into 
account (a) the benefit that a beneficiary had accrued in 
the terminated plan, (b) the availability of assets from the 
terminated plan to cover benefits, and (c) the legal maxi-
mum benefit level set in statute. In 2013, the maximum 
annual payment guaranteed under the single-employer 
program was $55,841 for a retiree aged 65.

PBGC’s single-employer program has incurred sub-
stantial losses from underfunded plan terminations. 
Table 20-1 shows the ten largest plan termination losses 
in PBGC’s history. Nine of the ten happened since 2001. 

Multiemployer plans are collectively bargained pension 
plans maintained by more than one unrelated employer, 
usually within the same or related industries, and one 
or more labor unions. PBGC’s role in the multiemployer 
program is more like that of a re-insurer; if a company 
sponsoring a multiemployer plan fails, its liabilities are 
assumed by the other employers in the collective bargain-
ing agreement, not by PBGC, although those employers 
can withdraw from a plan for an exit fee. PBGC becomes 
responsible for insurance coverage when the plan runs 
out of money to pay benefits at the statutorily guaranteed 
level, which usually occurs after all contributing employ-
ers have withdrawn from the plan, leaving the plan with-
out a source of income. PBGC provides insolvent multiem-

ployer plans with financial assistance in the form of loans 
sufficient to pay guaranteed benefits and administrative 
expenses.  Benefits under the multiemployer program are 
calculated based on the benefit a participant would have 
received under the insolvent plan, subject to the legal 
multiemployer maximum set in statute. The maximum 
guaranteed amount depends on the participant’s years 
of service. In 2013, for example, the maximum annual 
payment for a participant with 30 years of service was 
$12,870.

As of September 30, 2013, the single-employer and 
multi-employer programs reported deficits of $27.4 bil-
lion and $8.3 billion, respectively. Although PBGC will be 
able to pay benefits for years to come, it is still projected 
to be unable to meet its long-term obligations under cur-
rent law. PBGC estimates its long-term loss exposure 
to reasonably possible terminations (e.g., underfunded 
plans sponsored by companies with credit ratings below 
investment grade) at approximately $329 billion. For 
2013, exposure was concentrated in the following sectors: 
manufacturing (primarily automobile/auto parts and pri-
mary and fabricated metals), transportation (primarily 
airlines), services, and wholesale and retail trade.

The Congress has raised premiums twice since 2012. 
The Moving Ahead for Progress in the 21st Century Act 
(MAP-21), signed on July 6, 2012, increased PBGC premi-
ums for both single-employer and multiemployer plans. 
The Bipartisan Budget Act, signed on December 26, 2013, 
raised single-employer premiums. Flat-rate premiums for 
single-employer plans will be increased to $64 by 2016, 
and will be indexed to inflation thereafter. Variable-rate 
premiums will also increase, and will also be indexed to 
inflation for the first time. Rates are expected to increase 
to $29 per $1000 of underfunding by 2016. The variable-
rate premium will be capped in filing year 2013 at $400 
times the number of plan participants; the cap increases 
to $500 by 2016, and is indexed thereafter. Flat-rate pre-
miums for multiemployer plans were increased to $12 for 
2013, and will be indexed thereafter. 

While this legislation brings in much-needed resources 
to improve PBGC’s financial condition, rates remain much 
lower than what a private financial institution would 
charge for insuring the same risk. Any further premium 
increases need to be carefully crafted to avoid worsening 
PBGC’s financial condition and harming workers’ retire-
ment security by driving healthy plans that pose little 
risk of presenting a claim to PBGC out of the system. 

To address these concerns, the 2015 Budget proposes to 
give the PBGC Board the authority to adjust premiums 
in both the single and multi- employer programs to bet-
ter account for the risk that different sponsors pose. In 
the multiemployer program, these premium increases are 
crucial to improving solvency but will not be sufficient to 
address the complex challenges facing these plans. The 
Administration looks forward to working with Congress 
to develop a more comprehensive solution.  This proposal 
is estimated to save $20 billion over the next decade.

Consistent with previous Administration proposals, 
the Board would be required to consult with stakehold-
ers prior to setting a new premium schedule and to es-
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tablish a hardship waiver and other limitations on plan-
specific premium increases. PBGC would be directed to 
try to make the premiums counter-cyclical and any in-
crease would be phased in gradually. In determining the 
new premium rates, the Board would consider a number 
of factors, including a plan’s risk of losses to PBGC and 
the amount of a plan’s underfunding. 

Disaster Insurance

Flood Insurance

The Federal Government provides flood insurance 
through the National Flood Insurance Program (NFIP), 
which is administered by the Federal Emergency 
Management Agency of the Department of Homeland 
Security (DHS). Flood insurance is available to homeown-
ers and businesses in communities that have adopted and 
enforce appropriate floodplain management measures. 
Coverage is limited to buildings and their contents. By 
the end of 2013, the program had over 5.5 million policies 
in more than 22,200 communities with over $1.3 trillion 
of insurance in force.

Prior to the creation of the program in 1968, many fac-
tors made it cost prohibitive for private insurance compa-
nies alone to make affordable flood insurance available. 
In response, the NFIP was established to make afford-
able insurance coverage widely available, to combine a 
program of insurance with flood mitigation measures to 
reduce the nation’s risk of loss from flood, and to mini-
mize Federal disaster-assistance expenditures. The NFIP 
requires building standards and other mitigation efforts 
to reduce losses, and operates a flood hazard mapping 
program to quantify geographic variation in the risk of 
flooding. These efforts have made substantial progress. 
However, structures built prior to flood mapping and 
NFIP floodplain management requirements, which make 
up 21.5 percent of the total policies in force, currently pay 
less than fully actuarial rates.

A major DHS goal is to have property owners be com-
pensated for flood losses through flood insurance, rather 
than through taxpayer-funded disaster assistance. The 
agency’s marketing strategy aims to increase the number 
of Americans insured against flood losses and improve re-
tention of policies among existing customers. The strategy 
includes:

1.	 Providing financial incentives to the private insur-
ers that sell and service flood policies for the Federal 
Government to expand the flood insurance business.

2.	 Conducting the national marketing and advertising 
campaign, FloodSmart, which uses TV, radio, print 
and online advertising, direct mailings, and public 
relations activities to help overcome denial and re-
sistance and increase demand.

3.	 Fostering lender compliance with flood insurance 
requirements through training, guidance materials, 

and regular communication with lending regulators 
and the lending community.

4.	 Conducting NFIP training for insurance agents via 
instructor-led seminars, online training modules, 
and other vehicles.

5.	 Seek opportunities to simplify and clarify NFIP pro-
cesses and products to make it easier for agents to 
sell and for consumers to buy.

While these strategies have resulted in steady policy 
growth over recent years, the growth slowed somewhat 
since 2009 due to the severe downturn in the economy. 
After a slight decline in 2012, the program grew by 16,000 
policies in 2013.

DHS also has a multi-pronged strategy for reducing 
future flood damage. The NFIP offers flood mitigation as-
sistance grants to assist flood victims to rebuild to current 
building codes, including base flood elevations, thereby re-
ducing future flood damage costs. In particular, flood miti-
gation assistance grants targeted toward repetitive and 
severe repetitive loss properties not only help owners of 
high-risk property, but also reduce the disproportionate 
drain on the National Flood Insurance Fund these prop-
erties cause, through acquisition, relocation, or elevation. 
DHS is working to ensure that the flood mitigation grant 
program is closely integrated, resulting in better coordi-
nation and communication with State and local govern-
ments. Further, through the Community Rating System, 
DHS adjusts premium rates to encourage community and 
State mitigation activities beyond those required by the 
NFIP. These efforts, in addition to the minimum NFIP re-
quirements for floodplain management, save over $1 bil-
lion annually in avoided flood damages.

Due to the catastrophic nature of flooding, with 
Hurricanes Katrina and Sandy as notable examples, in-
sured flood damages far exceeded premium revenue in 
some years and depleted the program’s reserve account, 
which is a cash fund. On those occasions, the NFIP ex-
ercises its borrowing authority through the Treasury to 
meet flood insurance claim obligations. While the pro-
gram needed appropriations in the early 1980s to repay 
the funds borrowed during the 1970’s, it was able to repay 
all borrowed funds with interest using only premium dol-
lars between 1986 and 2004. In 2005, however, Hurricanes 
Katrina, Rita, and Wilma generated more flood insurance 
claims than the cumulative number of claims from 1968 to 
2004. Hurricane Sandy in 2012 also generated significant 
flood insurance claims. As a result, the Administration 
and Congress have increased the borrowing authority to 
$30.4 billion. The program’s debt is currently $24 billion.

The catastrophic nature of the 2005 hurricane season 
also triggered an examination of the program, and the 
Administration worked with Congress to improve the pro-
gram. On July 6, 2012, the Biggert Waters Flood Insurance 
Reform Act of 2012 was signed into law. In addition to re-
authorizing the NFIP for 5 years, the bill also requires the 
NFIP generally to move to full risk-based premium rates 
and strengthens the NFIP financially and operationally. 
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In 2013, the NFIP began phasing in risk-based premiums 
for certain properties, as required by the law.

Crop Insurance

Subsidized Federal crop insurance administered by 
USDA’s Risk Management Agency (RMA) assists farm-
ers in managing yield and revenue shortfalls due to bad 
weather or other natural disasters. The program is a co-
operative effort between the Federal Government and the 
private insurance industry. Private insurance companies 
sell and service crop insurance policies. These companies 
rely on reinsurance provided by the Federal Government 
and also by the commercial reinsurance market to manage 
their individual risk portfolio. The Federal Government 
reimburses private companies for a portion of the admin-
istrative expenses associated with providing crop insur-
ance and reinsures the private companies for excess in-
surance losses on all policies. The Federal Government 
also subsidizes premiums for farmers.

The 2015 Budget continues to propose policies that are 
similar to those included in the 2013 and 2014 Budget 
and recommended to the Joint Committee for Deficit 
Reduction:

1.	 Lower the cap for the crop insurance companies’ re-
turn on retained premium to 12 percent,

2.	 Lower the cap on the companies’ administrative ex-
pense reimbursement to $0.9 billion, adjusted annu-
ally for inflation,

3.	 Lower the subsidy for producer premiums by 3 per-
centage points for policies where the Government 
subsidizes more than 50 percent of the premium, and

4.	 Reduce premium subsidy by 4 percentage points for 
revenue coverage that is tied to upward price move-
ments at harvest time.

The most basic type of crop insurance is catastrophic 
coverage (CAT), which compensates the farmer for losses 
in excess of 50 percent of the individual’s average yield 
at 55 percent of the expected market price. The CAT pre-
mium is entirely subsidized, and farmers pay only an ad-
ministrative fee. Higher levels of coverage, called “buy-
up”, are also available. A premium is charged for buy-up 
coverage. The premium is determined by the level of cov-
erage selected and varies from crop to crop and county to 
county. 

For 2013, the 10 principal crops, (barley, corn, cotton, 
grain sorghum, peanuts, potatoes, rice, soybeans, tobacco, 
and wheat) accounted for over 85 percent of total liabil-
ity, and approximately 86 percent of the total U.S. planted 
acres of the 10 crops were covered by crop insurance. RMA 
offers both yield and revenue-based insurance products. 
Revenue insurance programs protect against loss of rev-
enue stemming from low prices, poor yields, or a combina-
tion of the two. These programs extend traditional multi-
peril or yield crop insurance by adding price variability to 
production history.

The pilot Rainfall Index and Vegetation Index plans of 
insurance are pilot area plans of insurance that insure 
against a decline in an index value covering Pasture, 
Rangeland, and Forage. These pilot programs meet the 
needs of livestock producers who purchase insurance for 
protection from losses of forage produced for grazing or 
harvested for hay.  In 2013, there were 26,679 vegetation 
and rainfall policies sold, covering over 54 million acres of 
pasture, rangeland and forage. There was over $1 billion 
in liability, and through January 2014 nearly $159 million 
in indemnities paid to livestock producers who purchased 
coverage.

RMA is continuously working to develop new products 
and to expand or improve existing products in order to 
cover more agricultural commodities. Under the 508(h) 
authorities and procedures, RMA may advance payment 
of up to 50 percent of expected reasonable research and 
development costs for FCIC Board approved Concept 
Proposals prior to the complete submission of the policy 
or plan of insurance under 508(h) authorities. In 2013, 
two new privately developed crop insurance programs, 
Downed Rice Endorsement and Machine Harvested 
Cucumbers, were approved under the authorities pro-
vided by section 508(h) of the Federal Crop Insurance 
Act and were made available to producers for the 2014 
crop year.  Five other privately developed products were 
approved for expansion to producers in additional states 
and counties: APH Olive, Camelina, Pulse Crop Revenue, 
Fresh Market Beans and Louisiana Sweet Potato. There 
are three additional privately developed products cur-
rently under the FCIC Board of Directors review process 
along with four Concept Proposals the FCIC Board has 
approved for reimbursement of a portion of research and 
development expenses that are targeted to be available to 
producers in 2015.  

Lastly, RMA contracts for the development of new or 
improved programs subject to FCIC Board approval. One 
new program, for Tart Cherries, was developed and ap-
proved by the FCIC Board for sale to producers beginning 
with the 2014 crop year, and another program, the Area 
Risk Protection Insurance for Rice, was approved but will 
not be available until the 2015 crop year.”

For more information and additional crop insurance 
program details, please reference RMA’s web site: (www.
rma.usda.gov).

Insurance against Security-Related Risks

Terrorism Risk Insurance

The Terrorism Risk Insurance Program (TRIP) was au-
thorized under P.L. 107-297 to help ensure the continued 
availability of property and casualty insurance follow-
ing the terrorist attacks of September 11, 2001. TRIP’s 
initial three-year authorization enabled the Federal 
Government to establish a system of shared public and 
private compensation for insured property and casualty 
losses arising from certified acts of foreign terrorism. In 
2005, Congress passed a two-year extension (P.L. 109-
144), which narrowed the Government’s role by increas-
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ing the private sector’s share of losses, reducing lines of 
insurance covered by the program, and adding a thresh-
old event amount triggering Federal payments.

In 2007, Congress enacted a further seven-year exten-
sion of TRIP and expanded the program to include losses 
from domestic as well as foreign acts of terrorism (P.L. 
110-318). For all seven extension years, TRIP maintains 
a private insurer deductible of 20 percent of the prior 
year’s direct earned premiums, an insurer co-payment of 
15 percent of insured losses of up to $100 billion above the 
deductible, and a $100 million minimum event cost trig-
gering Federal coverage. The 2007 extension also requires 
Treasury to recoup 133 percent of all Federal payments 
made under the program up to $27.5 billion, and acceler-
ates deadlines for recoupment of any Federal payments 
made before September 30, 2017. The current authoriza-
tion expires on December 31, 2014.

The Budget baseline includes the estimated Federal 
cost of providing terrorism risk insurance through the 
expiration of the program on December 31, 2014. Using 
market data synthesized through a proprietary model, 
the Budget projects annual outlays and recoupment for 
TRIP. While the Budget does not forecast any specific trig-
gering events, the estimates for this account represent 
the weighted average of TRIP payments over a full range 
of possible scenarios, most of which include no notional 
terrorist attacks (and therefore no TRIP payments), and 
some of which include notional terrorist attacks of vary-
ing magnitudes. On this basis, the Budget projects net 
spending of $230 million over the 2015-2019 period and 
$300 million over the 2015-2024 period.

In order to preserve the long-term availability and af-
fordability of property and casualty insurance for terror-
ism risk, the Budget proposes to extend the Terrorism 
Risk Insurance Program and to implement programmatic 

reforms to limit taxpayer exposure and achieve cost neu-
trality. The Administration will work with Congress to 
identify appropriate adjustments to program terms to 
achieve budget neutrality and, over the longer term, full 
transition of the program to the private sector. Building 
on previously enacted reforms to the program, this exten-
sion may include changes to the size of the deductible, the 
threshold for a certified terrorist event, or the loss-shar-
ing percentages for the Government and covered firms af-
ter the deductible is exceeded. 

Airline War Risk Insurance

The aviation war risk insurance program expires on 
September 30, 2014.  In the months following the attacks 
of September 11, 2001, Congress enacted legislation re-
quiring the Secretary of Transportation to expand insur-
ance provided to U.S. air carriers for war and terrorism 
risks to include hull loss, passenger loss of life, and third 
party liability, but established limits on the amount of 
premiums the Secretary could charge. As a result, the 
program does not collect enough premiums to cover its 
potential risk. With the goal of utilizing private capacity 
to manage aviation war risk, the Administration proposes 
to reform the program, beginning in 2015, by only cover-
ing losses resulting from the use of nuclear, bio-chemical, 
and radioactive (NBCR) attacks and providing a backstop 
that would trigger FAA full war risk insurance in the 
event of a widespread cancellation of coverage by the pri-
vate insurance market.  Air carriers would be free to ne-
gotiate the charge for commercial war risk coverage in the 
private insurance market. FAA would offer NBCR cover-
age, and air carriers would pay premiums to FAA for this 
coverage. Most foreign air carriers currently obtain most 
of their war risk insurance from commercial insurers.

IV. FAIR VALUE BUDGETING FOR CREDIT PROGRAMS

Accurate cost and revenue estimates support a sound 
budget—one that shows the fiscal position of the Federal 
Government and allocates limited resources across com-
peting needs. Cost estimation is challenging for Federal 
credit programs because loans and loan guarantees cre-
ate obligations for uncertain cash flows that can extend 
far into the future.

The Federal Credit Reform Act of 1990 (FCRA) greatly 
improved the accuracy of cost estimates for credit pro-
grams by reflecting the estimated lifetime costs of loans 
and loan guarantees up front on a net present value ba-
sis, requiring policy officials to budget for those lifetime 
costs when making programmatic decisions. Any change 
to FCRA should be consistent with the original goals of 
credit reform, to provide better information on the bud-
getary costs of credit programs and improve resource al-
location by placing them on a comparable basis to other 
credit programs and other forms of Federal spending.  

Some analysts have argued that credit programs im-
pose costs on taxpayers that are not reflected under 
FCRA, in particular, costs related to uncertainty. As an 
alternative, they have proposed to require that the budget 

use “fair value” estimates for credit programs. In practice, 
this would mean discounting credit program cash flows 
using a market interest rate, instead of the interest rate 
on U.S. government debt, which would generally increase 
the cost of these programs. 

While fair value analysis may offer some useful in-
sights and help inform decision-making for specific pro-
grams, fair value budgeting would have drawbacks that 
far exceed its advantages. Fair value would create signifi-
cant inconsistencies across the Federal budget, making 
it more difficult to compare the costs of credit programs 
to each other or to other forms of Federal spending, and 
it would make Federal budgeting less transparent by in-
troducing a wedge between cost estimates and estimated 
deficit effects for the same program. It would also incorpo-
rate costs not relevant to the Federal government, gener-
ally overstating the uncertainty premium that is relevant 
for Federal government decision-making. Finally, fair 
value would impose significant implementation costs and 
challenges and could introduce more noise and distortion 
than valuable information into credit estimates. 
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Estimating Costs under FCRA and Fair Value

 Since the enactment of FCRA, cost estimates for 
Federal credit programs—whether loan guarantees or 
direct lending—equal the present value of expected cash 
flows to and from the Government over the life of the loan, 
excluding administrative costs. For example, the cost of a 
direct loan is the sum of disbursements minus the pres-
ent value of estimated repayments after adjusting for es-
timated defaults, prepayments, fees, penalties, and other 
recoveries. Likewise, the cost of a loan guarantee equals 
the present value of expected claims minus the present 
value of payments to the Government including fees, pen-
alties, and recoveries. Expected cash flows are discounted 
by Treasury rates of comparable maturity. 

FCRA significantly improved budgeting for credit pro-
grams by putting estimates for loans and loan guarantees 
on the same footing as most other programs, eliminating 
a systematic bias against direct loans and in favor of loan 
guarantees. Before FCRA, the budget reflected the cash 
flows of loans and loan guarantees in the years that the 
cash flows occurred. The cost of new direct loans was great-
ly overstated relative to both loan guarantees and non-
credit programs—appropriations were required for the full 
face value of loans and did not consider expected repay-
ment over time. In contrast, new loan guarantees appeared 
free, and there was no requirement to set aside a reserve 
to cover anticipated losses. Under FCRA, loan guarantees 
and direct loans are both scored on the basis of their total 
expected lifetime costs to the Government. In addition to 
putting credit assistance on the same basis, FCRA placed 
the cost of credit programs on a comparable basis to most 
other forms of Federal spending, allowing for an efficient 
allocation of resources across competing needs.

FCRA estimates have been fairly accurate overall, al-
though not always on a program-by-program basis. Net 
lifetime re-estimates of subsidy cost for credit programs 
over the 21 years that FCRA has been in place are $17 
billion upward—less than one percent of the face value of 
the loans and guarantees made under FCRA. 

Proponents of fair value budgeting do not necessarily 
question the accuracy of FCRA cost estimates in measur-
ing expected cost to the Federal government. Rather, they 
argue that expected cost is an incomplete measure of to-
tal cost and that budget estimates should also include an 
additional uncertainty premium. For this reason, propo-
nents of fair value budgeting argue for discounting the 
cash flow costs of credit programs using market interest 
rates, instead of Treasury rates. Federal credit programs 
produce uncertain cash flows that are subject to default, 
prepayment, and other risks. In contrast, market interest 
rates are generally higher than Treasury rates, in part be-
cause they do include this uncertainty premium. (Market 
rates also differ from Treasury rates for other reasons; see 
the box below: “Differences between FCRA and Fair Value 
Estimates.” Moreover, under fair value, discount rates 
would need to be derived from available market data, and 
would vary across programs and in some cases by indi-
vidual loan.) 

Problems with Fair Value Budgeting

Consistency. Any change to credit budgeting should 
maintain FCRA’s accomplishments in providing better in-
formation on the budgetary costs of credit programs and 
placing credit programs on a comparable basis to other 
forms of Federal spending. In contrast, fair value budget-
ing would make it more difficult to compare the costs of 
credit programs and other types of Federal spending. 

Uncertainty is not unique to credit programs. The costs 
of virtually all mandatory programs, in particular all of the 
major social insurance programs such as Social Security, 
Medicare, and Unemployment Insurance, are uncertain 
and, in some cases, strongly correlated with economic con-
ditions. Revenue estimates are uncertain and also corre-
lated with the business cycle. The uncertainty premium 
is not budgeted for any of these programs, although their 
market prices (the premium that a private insurer would 
charge to insure against unemployment, for example) 
would be higher than the expected cost. Compared with 
the uncertainty associated with the deficit impact of man-
datory programs and tax collections, the uncertainty in 
the outcome of credit programs is small. Scoring an un-
certainty premium only for credit programs could distort 
decision making, placing a thumb on the scale against 
credit assistance. 

Some fair value proponents argue that fair value bud-
geting for credit programs would improve consistency 
because the costs of most other government activities, 
consisting of grants, transfers, and purchases from the 
private sector, are calculated on the basis of market pric-
es. This claim is mistaken. Estimates in these cases are 
based on accounting costs, that is, cash flows; in many 
cases, but not always, the accounting cost is the same as 
the market price paid by other buyers of the same goods 
and services in the private market. There is no occasion in 
which the Government chooses the market price over the 
accounting cost for the budgeting purpose when the ac-
counting cost differs from the market price. For example, 
no one would propose that budget estimates for Medicare 
should reflect average prices paid by private insurers, as 
opposed to the actual Medicare fee schedule. 

Transparency. The primary role of the budget is to re-
flect the fiscal position of the Federal Government. Where 
FCRA cost estimates and budgetary accounting tie the 
cost of credit programs to actual cash flows, fair value cost 
estimates could cause an imbalance because the cost esti-
mate for a program would exceed the expected cost to the 
Government. Under fair value cost estimates, the cost es-
timate and estimated deficit impact of the same program 
would be different from one another, raising concerns about 
consistency and transparency.2 Moreover, if one were to at-
tempt to address the consistency issues discussed above by 
applying fair value principles across the Federal govern-
ment, the costs in terms of transparency would be mag-
nified because there would be even larger systematic di-
vergences between budgetary cost estimates and expected 

2  A full accounting of costs under fair value should result in the same 
net deficit impact as under FCRA—so while legislators would be scored 
higher costs for the uncertainty premium, the actual cost to Government 
would be lower by the amount of the premium. 
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deficit effects. Put simply, it would no longer be possible to 
subtract estimated outlays from estimated revenues and 
arrive at the expected path for budget deficits and debt.  

Equally important, fair value cost estimates include 
factors that are often unobservable or extremely difficult 
to compute—including the premium that a private actor 
would demand to compensate for uncertainty of future per-
formance. The Government typically intervenes to improve 
efficiency in inefficient markets, where either comparable 
products do not exist or their prices are distorted. Many 
federal loans are targeted to borrowers who cannot get 
credit elsewhere and for whom, in most cases, no private 
market comparable product exists. Given these complexi-
ties, fair value budgeting would sometimes require guess-
ing at comparable market rates without reliable references 
to generate or validate assumptions. 

Moreover, even if data and information were available, es-
timating fair value costs requires advanced financial knowl-
edge and sophisticated modeling techniques. Attempting to 
isolate the elements of fair value that are relevant to the 
Government would require judgment. Reasonable analysts 
would arrive at very different results. The lack of objectivity 
would further reduce transparency and consistency across 
programs and contrasts with the comparatively straightfor-
ward principles of FCRA budgeting. 

FCRA costs reflect estimated cash flows, including ex-
pected risks. For example, assume an initial FCRA cost es-
timate suggested a $2 million cost for a $100 million loan 
program, the original fair value cost estimate was $10 mil-
lion for the same program, and actual lifetime costs proved 
to be $4 million. Under FCRA, the change in cost is rec-
ognized through reestimates where program costs are up-
dated for actual experience and changes in future expecta-
tion on an annual basis. Ultimately, one can trace back the 
change in cost to the actual transactions with the public 
under FCRA, and that actual experience can feed into fu-
ture estimates as appropriate. In contrast, fair value cost 
estimates include factors that can never be observed, even 
after the fact—including how the market would price spe-
cific contract terms, expected losses, and the risk premium 
for uncertainty. Because fair value includes market price 
assumptions that are not tied to actual cashflows, there is 
no way to validate these assumptions and feed them into 
improved estimates of future costs. 

Accuracy. Even if one accepts that credit program bud-
get estimates should attempt to incorporate costs related 
to uncertainty, fair value estimates may not be an im-
provement on FCRA estimates. Many of the factors re-
flected in fair value pricing are irrelevant or less relevant 
to taxpayers than to private investors. Most important, 
the Federal government has greater ability to diversify 
risk (across activities, individuals, and generations) than 
any private actor. Thus, the uncertainty premium incor-
porated in market interest rates will generally overstate 
the true cost of uncertainty to Federal taxpayers. Such 
factors include the liquidity premium, which may be 
large when dealing with assets that do not trade in well-
functioning liquid markets and which is less relevant to 
taxpayers, because the Government can easily borrow in 
the Treasury securities market with minimal transac-

tion costs. (See the box below: “Differences between FCRA 
and Fair Value Estimates.”) Overall, there is no guaran-
tee that fair value estimates will consistently improve on 
traditional estimates, even judged by the criteria used by 
fair-value proponents.

Implementation Costs and 
Challenges of Fair Value

In addition to the conceptual issues discussed above, 
practical implementation issues represent a major barrier 
to fair value budgeting. Due to the difficulties and complex-
ities involved in its implementation, fair value budgeting 
could prove extremely costly, with little long-term benefit 
in terms of more accurate cost information and efficient re-
source allocation. Depending on the nature of a fair value 
proposal, it could require a significant investment in OMB, 
Treasury, and Federal credit agency resources to imple-
ment, or it could divert limited administrative resources 
from management and oversight of affected programs. 

Methods for estimating fair value would need to be 
explored and developed, along with guidance to ensure 
consistent and appropriate application across programs. 
While the components of market prices may be estimated, 
the degree of accuracy can vary widely. Guidance would 
also need to be developed to account for actual costs over 
time to ensure transparency and accuracy in the costs of 
outstanding loans and guarantees and the effects of poli-
cy changes on program costs. However, it is not clear that 
it is possible to develop guidance that could overcome the 
inherent problems identified above.

In implementing current FCRA requirements, some 
Federal credit programs have faced significant adminis-
trative challenges in hiring staff with the right technical 
skill sets, and developing critical management infrastruc-
ture, including financial accounting systems, monitoring, 
and modeling capabilities. Fair value would place much 
greater demands on agencies in all of these areas. For 
some of these programs, greater investment in preparing 
FCRA estimates might do more to improve cost measure-
ment than investment in preparing fair value estimates. 

The Troubled Asset Relief Program (TARP) implement-
ed a risk-adjusted cost estimate, similar to fair value, based 
on the direction in the Economic Emergency Stabilization 
Act of 2008. The Act provided Treasury permanent indefi-
nite budget authority to fund administrative costs, in con-
trast to the funding for administrative expenses of most 
other credit programs, which are annually appropriated 
and constrained by the discretionary caps. Implementation 
has been extremely resource-intensive, requiring large 
investments in private sector financial advisors, datas-
ets, and systems. Agencies with limited administrative 
resources may not be able to support necessary invest-
ments for accurate fair value estimates, or doing so could 
draw resources away from mitigating risks and costs that 
otherwise may be within the agency’s ability to control. 
Ultimately, the lifetime cost to Government under TARP is 
expected to be far lower than originally estimated, as pre-
miums for market risk are returned to Treasury through 
downward re-estimates over time, raising the question of 
the value of the original fair value estimates. 
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Summary

Fair value cost estimates for Federal credit programs 
contain some elements that might be useful for benefit-
cost analysis. Using fair value cost estimates in the bud-
get, however, would represent a step backward from the 
methods in use today. Budget estimates for credit pro-
grams are more informative when they show the direct 
cost to the Government in an accurate and transparent 
manner, comparable to costing methodologies used for 
other federal programs, as opposed to other definitions of 
cost that depend on unobservable values. It is conceptu-
ally difficult to identify the uncertainty premium relevant 
to taxpayers, which differs in many cases from the uncer-

tainty premium for private investors. Apart from concep-
tual issues, it would also be very costly and difficult to 
estimate fair value costs due to the paucity of historical 
data and limited relevance of market information.

For the purpose of improving the accuracy and trans-
parency of budget estimates, it might be more effective 
and practical to explore improvements to FCRA esti-
mates, like better modeling of interest rate and prepay-
ment options, rather than exploring alternative mea-
sures. Alternatives to fair value budgeting to inform 
decision-making for credit programs should be evalu-
ated—including greater investment in improving FCRA 
cost estimates, and strengthened cost-benefit analyses at 
the program level. 

DIFFERENCES BETWEEN FCRA AND FAIR VALUE ESTIMATES

Some of the factors incorporated in fair value estimates are irrelevant or less relevant for the Federal government. Decompos-
ing the difference between FCRA and fair value estimates can shed light on which factors are not equally relevant to taxpayers 
and private investors. (For a more detailed discussion, see pages 393-395 and 397-398 of the 2013 Analytical Perspectives.)

Time Preference (incorporated in both FCRA and fair value estimates). Time preference reflects the higher value that people 
give to money received now than to money received in the future. This factor is fully incorporated in both Treasury rates and 
comparable market rates.

Expected Loss from Default (incorporated in both FCRA and fair value estimates). Comparable market rates reflect the ex-
pected loss from default. Although Treasury rates do not reflect the expected loss from default, FCRA budgeting fully accounts 
for it by deducting expected amounts of default from future cash flows.

Uncertainty Premium (raises fair value costs relative to FCRA costs in most cases). The uncertainty premium, an extra expected 
return that investors demand as compensation for uncertain returns, is the crux of the debate over fair value estimates. While 
the expected losses associated with defaults are incorporated into both FCRA and fair value estimates, the additional uncer-
tainty premium associated with variance in the loss rate is reflected in the comparable market rate but not in the Treasury 
rate because Treasury securities are considered to be free of default risk. Uncertainty about the loss rate may matter to tax-
payers. However, uncertainty can be reduced or eliminated through diversification across assets and spreading among a large 
number of individuals. A possibility of a low return on an asset doesn’t really increase risk if it can be offset by a high return 
on another asset, and uncertainty faced by each individual becomes insignificant when moderate uncertainty is spread among 
a large number of individuals. While the Federal government cannot completely diversify risk, it generally has greater ability 
to diversity (across activities, individuals, and generations) than any private actor. For this reason, the uncertainty premium 
relevant to taxpayers is generally lower than the uncertainty premium relevant to private investors, which is the premium 
incorporated in fair value estimates. The exact portion of the uncertainty premium relevant to taxpayers is complex to deter-
mine and may vary across programs.

Liquidity Premium (raises fair value costs relative to FCRA costs). To hold an illiquid asset, investors have to sacrifice the flex-
ibility to sell it quickly or accept a below-market price in doing so. Thus, they demand a higher interest rate, a “liquidity premi-
um,” if an asset is less liquid. The difference between comparable market rates and Treasury rates reflects a liquidity premium 
because most private assets are less liquid than Treasury securities, which trade in the most liquid market. This component 
is irrelevant to taxpayers. Even though a Federal loan itself may be illiquid, the illiquidity of the loan does not restrict other 
activities of the Government which can easily borrow in the Treasury securities market at a minimal transaction cost. The Gov-
ernment and hence taxpayers benefit from the high liquidity of the Treasury securities market without incurring an extra cost.

Tax Differential (raises fair value costs relative to FCRA costs). Interest income from Treasury securities is exempt from State 
income tax. This tax advantage results in a higher spread between Treasuries and private interest rates; investors in private 
loans will demand a higher before-tax return to compensate for the impact that State taxes have on their after-tax return. The 
Treasuries’ tax advantage lowers the cost to the Government of financing direct loans. But that same tax advantage results in 
lost tax revenue at the State level, which may ultimately have to be made up by taxpayers. Thus, unlike the liquidity premium, 
this may not be a costless benefit. The extent to which it matters to taxpayers, however, is hard to determine.

Administrative Costs (included in fair value estimates; treated separately under current budget practices). Lending involves 
various administrative costs, related to loan processing, servicing, and debt collection, that are necessary to preserve the 
value of the loan portfolio. Since the Government cannot avoid these costs, this component is relevant to taxpayers. However, 
consistent with all other Federal administrative costs, administrative costs of running credit programs are provided on a cash 
basis, separate from the credit subsidy. Private lenders would build essential costs into their pricing. Administrative expenses 
would need to be estimated and removed from market rates for fair value estimates, which may be difficult. Data on private 
lender administrative costs is not readily available. Although administrative costs are relevant to both private investors and 
taxpayers, the amounts may not be the same for a variety of reasons, including different cost structures, levels of service and 
technical assistance. On the Federal side, it may also be difficult to tease out what costs are “essential” to the value of the loan, 
and which costs are discretionary policy choices given program goals.
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Table 20–2.  ESTIMATED FUTURE COST OF OUTSTANDING DIRECT LOANS AND LOAN GUARANTEES
(In billions of dollars)

Program Outstanding 2012
Estimated Future 

Costs of 2012 
Outstanding1 

Outstanding 2013
Estimated Future 

Costs of 2013 
Outstanding1 

Direct Loans: 2

Federal Student Loans  ��������������������������������������������������������������������������������������������������� 510 –17 623 –54
Education Temporary Student Loan Purchase Authority ������������������������������������������������� 95 –14 90 –13
Farm Service Agency, Rural Development, Rural Housing ��������������������������������������������� 53 10 53 6
Rural Utilities Service and Rural Telephone Bank ����������������������������������������������������������� 52 2 54 2
Troubled Asset Relief Program (TARP)3 �������������������������������������������������������������������������� 40 24 18 6
State Housing Finance Authority Direct Loans ���������������������������������������������������������������� 14 1 9 1
Export-Import Bank ��������������������������������������������������������������������������������������������������������� 13 2 18 2
Advance Technology Vehicle Manufacturing, Title 17 Loans ������������������������������������������� 12 2 14 2
Housing and Urban Development ������������������������������������������������������������������������������������ 10 8 11 7
Disaster Assistance ��������������������������������������������������������������������������������������������������������� 8 2 8 2
Transportation Infrastructure Finance and Innovation Act Loans ������������������������������������ 5 * 7 *
Small Business Lending Fund (SBLF)3 ��������������������������������������������������������������������������� 4 –* 4 –*
Public Law 480 ���������������������������������������������������������������������������������������������������������������� 4 3 4 2
Agency for International Development ����������������������������������������������������������������������������� 4 1 3 1
Other direct loan programs3 �������������������������������������������������������������������������������������������� 28 8 31 9

Total direct loans �������������������������������������������������������������������������������������������������������� 852 32 947 –27
Guaranteed Loans:2

FHA Mutual Mortgage Insurance Fund ��������������������������������������������������������������������������� 1,118 43 1,142 32
Department of Veterans Affairs (VA) Mortgages �������������������������������������������������������������� 296 6 349 8
Federal Student Loan Guarantees ���������������������������������������������������������������������������������� 291 1 264 *
FHA General and Special Risk Insurance Fund �������������������������������������������������������������� 143 12 148 9
Farm Service Agency, Rural Development, Rural Housing ��������������������������������������������� 97 4 112 5
Small Business Administration (SBA) Business Loan Guarantees4 �������������������������������� 87 4 93 3
Export-Import Bank ��������������������������������������������������������������������������������������������������������� 57 2 62 2
International Assistance  ������������������������������������������������������������������������������������������������� 21 2 21 2
Commodity Credit Corporation Export Loan Guarantees ������������������������������������������������ 5 * 5 *
Title 17 Loan Guarantees ������������������������������������������������������������������������������������������������ 3 * 3 *
Government National Mortgage Association (GNMA)4 ��������������������������������������������������� ...... * ...... *
Other guaranteed loan programs3 ����������������������������������������������������������������������������������� 10 * 8 1

Total guaranteed loans ���������������������������������������������������������������������������������������������� 2,128 74 2,207 62
Total Federal credit ���������������������������������������������������������������������������������������������� 2,980 105 3,154 35

* $500 million or less.
1Future costs represent balance sheet estimates of allowance for subsidy cost, liabilities for loan guarantees, and estimated uncollectible principal and interest.  
2Excludes loans and guarantees by deposit insurance agencies and programs not included under credit reform, such as Commodity Credit Corporation price supports.  Defaulted 

guaranteed loans that result in loans receivable are included in direct loan amounts.
3As authorized by statute, table includes TARP and SBLF equity purchases, and International Monetary Fund (IMF) transactions resulting from the 2009 Supplemental Appropriations 

Act.  Future costs for TARP and IMF transactions are calculated using the discount rate required by the Federal Credit Reform Act adjusted for market risks, as directed in legislation.
4To avoid double-counting, outstandings for GNMA and SBA secondary market guarantees and TARP FHA Letter of Credit program are excluded from the totals. 
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Table 20–3.  DIRECT LOAN SUBSIDY RATES, BUDGET AUTHORITY, AND LOAN LEVELS, 2013–2015
(Dollars in millions)

Agency and Program

2013 Actual 2014 Enacted 2015 Proposed

Subsidy 
rate1

Subsidy 
budget 

authority
Loan  
levels

Subsidy 
rate1

Subsidy 
budget 

authority
Loan  
levels

Subsidy 
rate1

Subsidy 
budget 

authority
Loan  
levels

Agriculture:
 Agricultural Credit Insurance Fund Program Account ���������� 5.18 80 1,542 3.70 70 1,891 1.45 41 2,873
 Farm Storage Facility Loans Program Account �������������������� –2.47 –6 244 –2.54 –9 320 –3.00 –10 320
 Rural Electrification and Telecommunications Loans 

Program Account �������������������������������������������������������������� –6.26 –319 5,106 –3.14 –176 5,590 –5.24 –298 5,690
 Distance Learning, Telemedicine, and Broadband Program ������ 9.47 8 89 13.07 6 44 18.20 8 46
 Rural Water and Waste Disposal Program Account ������������� 8.07 71 877 –1.13 –14 1,240 –0.61 –7 1,200
 Rural Community Facilities Program Account ���������������������� –2.08 –28 1,343 –13.21 –291 2,200 –12.41 –273 2,200
 Multifamily Housing Revitalization Program Account ����������� 57.38 8 14 45.56 9 21 55.93 48 87
 Rural Housing Insurance Fund Program Account ���������������� 7.61 67 891 4.35 45 1,029 11.24 54 473
 Rural Microenterprise Investment Program Account ������������ ......... ......... ......... 6.26 3 50 12.81 5 38
 Rural Development Loan Fund Program Account ���������������� 32.04 6 17 21.61 4 19 30.80 3 10
 Rural Economic Development Loans Program Account ������� 12.39 6 49 8.45 4 50 12.77 12 93

Commerce:
 Fisheries Finance Program Account ������������������������������������ –4.72 –2 39 –7.50 –9 124 –4.39 –6 124

Defense—Military Programs:
 Defense Family Housing Improvement Fund ������������������������ 17.55 58 330 ......... ......... ......... ......... ......... ..........

Education:
 College Housing and Academic Facilities Loans Program 

Account ����������������������������������������������������������������������������� 6.29 13 215 3.09 19 303 5.94 20 340
 TEACH Grant Program Account ������������������������������������������� 11.01 13 119 13.75 15 106 16.53 18 108
 Federal Perkins Loan Program Account ������������������������������� ......... ......... ......... ......... ......... ......... –17.67 –828 4,684
 Federal Direct Student Loan Program Account �������������������� –19.75 –29,952 151,641 –15.71 –21,585 137,358 –10.22 –14,399 140,895

Energy:
 Title 17 Innovative Technology Loan Guarantee Program ���� ......... ......... ......... 20.47 34 7,226 2 2.17 123 5,666
 Advanced Technology Vehicles Manufacturing Loan 

Program Account �������������������������������������������������������������� ......... ......... ......... 225.42 4,220 16,602 ......... ......... ..........

Health and Human Services:
 Consumer Operated and Oriented Plan Program Account ���� 41.37 122 294 ......... ......... ......... ......... ......... ..........
 Consumer Operated and Oriented Plan Program 

Contingency Fund ������������������������������������������������������������ 37.66 2 7 40.64 210 518 ......... ......... ..........

Homeland Security:
 Disaster Assistance Direct Loan Program Account �������������� 91.63 160 175 95.25 28 30 96.35 29 30

Housing and Urban Development:
 FHA-Mutual Mortgage Insurance Program Account ������������ ......... ......... ......... ......... ......... 20 ......... ......... 20
 FHA-General and Special Risk Program Account ���������������� ......... ......... ......... ......... ......... 1 ......... ......... 1
 Emergency Homeowners’ Relief Fund ��������������������������������� 97.71 4 4 ......... ......... ......... ......... ......... ..........

State:
 Repatriation Loans Program Account ����������������������������������� 57.67 1 2 63.06 2 2 52.65 1 2

Transportation:
 TIFIA General Fund Program Account, Federal Highway 

Administration, Transportation ������������������������������������������ 7.41 37 499 ......... ......... ......... ......... ......... ..........
 Federal-aid Highways ����������������������������������������������������������� 8.87 145 1,639 7.07 925 13,083 9.53 925 9,706
 Railroad Rehabilitation and Improvement Program �������������� ......... ......... ......... ......... ......... 600 ......... ......... 600

Treasury:
 Community Development Financial Institutions Fund 

Program Account �������������������������������������������������������������� –1.02 –4 338 20.29 3 775 2 0.30 3 1,025

Veterans Affairs:
 Veterans Housing Benefit Program Fund ����������������������������� –2.29 * 2 –23.26 –51 220 –20.27 –68 331
 Native American Veteran Housing Loan Program Account ���� –12.55 –1 7 –13.12 –2 14 –13.31 –2 14

International Assistance Programs:
 Overseas Private Investment Corporation Program Account ���� –8.45 –62 729 –4.28 –17 400 –3.74 –26 700
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Table 20–3.  DIRECT LOAN SUBSIDY RATES, BUDGET AUTHORITY, AND LOAN LEVELS, 2013–2015—Continued
(Dollars in millions)

Agency and Program

2013 Actual 2014 Enacted 2015 Proposed

Subsidy 
rate1

Subsidy 
budget 

authority
Loan  
levels

Subsidy 
rate1

Subsidy 
budget 

authority
Loan  
levels

Subsidy 
rate1

Subsidy 
budget 

authority
Loan  
levels

Small Business Administration:
Disaster Loans Program Account ������������������������������������������ 11.11 146 1,317 8.48 93 1,100 12.37 136 1,100
Business Loans Program Account ���������������������������������������� 15.71 7 43 18.64 5 25 10.12 3 25

Export-Import Bank of the United States:
 Export-Import Bank Loans Program Account ����������������������� –8.68 –597 6,874 –0.05 –2 5,020 –9.26 –278 3,000

National Infrastructure Bank:
 National Infrastructure Bank Program Account �������������������� ......... ......... ......... ......... ......... ......... 211.57 116 1,000

Total �������������������������������������������������������������������������������� N/A –30,017 174,446 N/A –16,461 195,981 N/A –14,650 182,401

N/A = Not applicable
* Less than $500,000.
1Additional information on credit subsidy rates is available in the Federal Credit Supplement.
2Rate reflects notional estimate. Estimates will be determined at the time of execution, and will reflect the terms of the contracts and other characteristics. 
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Table 20–4.  LOAN GUARANTEE SUBSIDY RATES, BUDGET AUTHORITY, AND LOAN LEVELS, 2013-2015
(Dollars in millions)

Agency and Program

2013 Actual 2014 Enacted 2015 Proposed

Subsidy 
rate1

Subsidy 
budget 

authority
Loan  
levels

Subsidy 
rate1

Subsidy 
budget 

authority
Loan  
levels

Subsidy 
rate1

Subsidy 
budget 

authority
Loan  
levels

Agriculture:

Agricultural Credit Insurance Fund Program Account ����������������������������������������������������� 0.40 10 2,398 0.40 14 3,650 0.34 12 3,543

Commodity Credit Corporation Export Loans Program Account ������������������������������������� –1.10 –39 3,545 –1.17 –64 5,500 –1.11 –61 5,500

Rural Water and Waste Disposal Program Account �������������������������������������������������������� 1.06 * 18 0.71 * 42 0.59 1 172

Rural Community Facilities Program Account ����������������������������������������������������������������� 6.75 7 101 4.97 9 189 4.78 1 13

Rural Housing Insurance Fund Program Account ����������������������������������������������������������� –0.25 –56 22,403 –0.14 –34 24,150 –0.58 –141 24,150

Rural Business Program Account ������������������������������������������������������������������������������������ 5.72 54 939 6.98 79 1,126 5.11 41 806

Rural Business Investment Program Account ����������������������������������������������������������������� ......... ......... ......... ......... ......... ......... 10.19 4 39

Rural Energy for America Program ��������������������������������������������������������������������������������� 24.01 8 33 27.43 43 155 10.58 36 342

Biorefinery Assistance Program Account ������������������������������������������������������������������������ ......... ......... ......... 41.43 131 315 40.32 50 124

Commerce:

Economic Development Assistance Programs ���������������������������������������������������������������� ......... ......... ......... ......... ......... ......... 15.60 5 32

Defense—Military Programs:

Defense Family Housing Improvement Fund ������������������������������������������������������������������� 14.71 69 471 ......... ......... ......... ......... ......... .........

Health and Human Services:

Health Resources and Services �������������������������������������������������������������������������������������� ......... ......... ......... 4.18 * 12 4.37 * 6

Housing and Urban Development:

Indian Housing Loan Guarantee Fund Program Account ������������������������������������������������ 1.35 9 642 0.47 4 900 0.84 10 1,200

Native Hawaiian Housing Loan Guarantee Fund Program Account ������������������������������������ 0.50 * 25 0.53 * 25 0.62 * 25

Native American Housing Block Grant ���������������������������������������������������������������������������� 10.91 2 16 12.10 3 25 11.21 3 27

Community Development Loan Guarantees Program Account ��������������������������������������� 2.46 6 231 2.56 8 313 0.00 * 500

FHA-Mutual Mortgage Insurance Program Account ������������������������������������������������������� –6.83 –17,444 255,164 –6.63 –10,186 153,530 –8.10 –12,190 150,642

FHA-General and Special Risk Program Account ����������������������������������������������������������� –4.29 –1,045 24,356 –3.86 –888 23,039 –4.22 –886 20,945

Interior:

Indian Guaranteed Loan Program Account ��������������������������������������������������������������������� 5.53 4 73 5.75 4 70 6.64 4 70

Transportation:

Minority Business Resource Center Program ����������������������������������������������������������������� 1.73 * 3 1.76 * 18 2.27 * 18

Maritime Guaranteed Loan (Title XI) Program Account �������������������������������������������������� ......... ......... ......... 10.35 64 626 9.25 8 85

Veterans Affairs:

Veterans Housing Benefit Program Fund ������������������������������������������������������������������������ –0.10 –135 134,859 –0.02 –22 112,026 0.27 249 92,070

International Assistance Programs:

Loan Guarantees to Israel Program Account ������������������������������������������������������������������ ......... ......... ......... ......... ......... 1,909 ......... ......... 1,905

MENA Loan Guarantee Program Account ���������������������������������������������������������������������� ......... ......... ......... 9.75 122 1,250 ......... ......... .........

Development Credit Authority Program Account ������������������������������������������������������������� 2.02 10 496 4.07 25 618 6.30 37 581

Overseas Private Investment Corporation Program Account ������������������������������������������ –12.51 –411 3,289 –5.85 –148 2,530 –5.60 –181 3,230

Small Business Administration:

Disaster Loans Program Account ������������������������������������������������������������������������������������ ......... ......... ......... ......... ......... ......... 1.93 * 18

Business Loans Program Account ���������������������������������������������������������������������������������� 0.65 377 58,063 0.19 130 67,599 0.06 45 75,010

Export-Import Bank of the United States:

Export-Import Bank Loans Program Account ������������������������������������������������������������������ –1.80 –368 20,466 –2.19 –568 25,915 –3.37 –1,163 34,557

National Infrastructure Bank:

National Infrastructure Bank Program Account ��������������������������������������������������������������� ......... ......... ......... ......... ......... ......... 28.85 18 200

Total �������������������������������������������������������������������������������������������������������������������������� N/A –18,942 527,591 N/A –11,274 425,532 N/A –14,098 415,810
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Table 20–4.  LOAN GUARANTEE SUBSIDY RATES, BUDGET AUTHORITY, AND LOAN LEVELS, 2013-2015—Continued
(Dollars in millions)

Agency and Program

2013 Actual 2014 Enacted 2015 Proposed

Subsidy 
rate1

Subsidy 
budget 

authority
Loan 
levels

Subsidy 
rate1

Subsidy 
budget 

authority
Loan 
levels

Subsidy 
rate1

Subsidy 
budget 

authority
Loan 
levels

ADDENDUM: SECONDARY GUARANTEED LOAN COMMITMENT LIMITATIONS

Government National Mortgage Association:

Guarantees of Mortgage-backed Securities Loan Guarantee Program Account ������������ –0.23 –1,068 460,373 –0.22 –542 246,500 –0.28 –832 297,000

Treasury:

Troubled Asset Relief Program, Housing Programs3 ������������������������������������������������������� 2.48 5 183 ......... ......... ......... ......... ......... .........

Small Business Administration:

Secondary Market Guarantee Program ��������������������������������������������������������������������������� ......... ......... 4,490 ......... ......... 12,000 ......... ......... 12,000

Total, secondary guaranteed loan commitments ������������������������������������������������� N/A –1,063 465,046 N/A –542 258,500 N/A –832 309,000
N/A = Not applicable.
*Less than $500,000.
1Additional information on credit subsidy rates is available in the Federal Credit Supplement.
2Rate reflects notional estimate. Estimates will be determined at the time of execution, and will reflect the terms of the contracts and other characteristics.
3Amounts reflect the TARP FHA Refinance Letter of Credit Program. Subsidy costs for this program are calculated using the discount rate required by the Federal Credit Reform Act, 

adjusted for market risks, as directed in legislation. 

Table 20–5.  SUMMARY OF FEDERAL DIRECT LOANS AND LOAN GUARANTEES 1

(In billions of dollars)

Actual Estimate

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Direct loans: 
Obligations ����������������������������������������������������������������������������������������������������������������� 57.8 42.5 75.6 812.9 246.0 296.3 191.1 174.4 196.0 182.4
Disbursements ����������������������������������������������������������������������������������������������������������� 46.6 41.7 41.1 669.4 218.9 186.7 170.0 157.5 156.8 165.7
New subsidy budget authority 2 ���������������������������������������������������������������������������������� 4.7 1.4 3.7 140.1 –9.2 –15.7 –27.2 –29.8 –16.5 –14.8
Reestimated subsidy budget authority 2, 3 ������������������������������������������������������������������ 3.1 3.4 –0.8 –0.1 –125.1 –66.8 16.8 –19.7 –0.8 .........

Total subsidy budget authority ������������������������������������������������������������������������ 7.8 4.8 –1.3 140.0 –134.3 –82.5 –10.4 –49.4 –17.2 –14.8

Loan guarantees: 
Commitments 4 ����������������������������������������������������������������������������������������������������������� 280.7 270.2 367.7 879.2 507.3 446.7 479.7 527.6 425.5 415.8
Lender disbursements 4 ��������������������������������������������������������������������������������������������� 256.0 251.2 354.6 841.5 494.8 384.1 444.3 491.5 373.0 352.9
New subsidy budget authority 2 ���������������������������������������������������������������������������������� 17.2 5.7 –1.4 –7.8 –4.9 –7.4 –6.9 –17.9 –10.7 –13.3
Reestimated subsidy budget authority 2, 3 ������������������������������������������������������������������ 7.0 –6.8 3.6 0.5 7.6 –4.0 –4.9 20.8 1.2 .........

Total subsidy budget authority ������������������������������������������������������������������������ 24.2 –1.1 2.2 –7.2 2.8 –11.4 –11.8 2.8 –9.6 –13.3
1 As authorized by statute, table includes TARP and SBLF equity purchases and International Monetary Fund (IMF) transactions resulting from the 2009 Supplemental  

Appropriations Act.
2 Credit subsidy costs for TARP and IMF transactions are calculated using the discount rate required by the Federal Credit Reform Act adjusted for market risks, as directed in 

legislation.
3 Includes interest on reestimate.
4 To avoid double-counting, the face value of GNMA and SBA secondary market guarantees and the TARP FHA Letter of Credit program are excluded from the totals.
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