
SPECIAL ANALYSIS F 

FEDERAL CREDIT PROGRAMS 

I. INTRODUCTION 

The Federal Government is the Nation's largest financial inter-
mediary. At the end of 1988, it held loans with a face value of $222 
billion in its direct loan portfolio, which was 61 percent larger than 
the loan assets of the largest commercial bank in the U.S. The 
Federal Government also had guaranteed loans with an outstand-
ing balance of $550 billion at the end of 1988. Government-spon-
sored enterprises had an additional $666 billion of loans outstand-
ing at the end of 1988. Thus, directly or indirectly, the Federal 
Government had influenced the allocation of $1.4 trillion of out-
standing credit to farmers, homeowners, small businesses, export-
ers, utilities, shipbuilders, and State, local, and foreign govern-
ments. The following chart details the pattern of growth in Federal 
and federally guaranteed lending over the last two decades with 
the most recent patterns and with estimates of future trends 
through 1994. 

Federal credit is designed to meet various social or economic 
goals that, for whatever reason, the private sector does not meet on 
its own. Meeting these goals may entail the provision of a subsidy 
to a favored borrower or the correction of a perceived capital 
market imperfection. 

The problems in directing or controlling Federal credit are enor-
mous and systemic. The discipline that the private market imposes 
on private financial intermediaries is absent. The discipline that 
the current budget process imposes is not fully effective in control-
ling Federal credit programs. The Federal credit budget, while an 
improvement over the previous control and display mechanisms of 
the unified budget for credit programs, does not take into account 
explicitly the most important aspect of Federal credit—the econom-
ic subsidy offered to borrowers. In order to focus on that subsidy, 
the administration is again proposing a reform of budgeting for 
credit programs that would remedy the shortcomings of existing 
practices by incorporating into the unified budget and appropria-
tions process the subsidies provided by credit programs. The credit 
reform proposal is outlined in Part 6, "Federal Credit," of the 
Budget of the United States Government, FY 1990. 

F-L 
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Total Federal Credit Budget 

Fiscal Years Estimate 

This special analysis presents data and information on the broad 
spectrum of Government credit programs and policies from 1988 
through 1994. It examines some of the problems in controlling 
Federal credit programs through existing budgetary processes and 
summarizes how the administration's credit reform proposal would 
address those problems. It also discusses the basis of the credit 
budget and how the credit budget relates to appropriation act 
limitations on direct loan obligations and guaranteed loan commit-
ments. The major direct and guaranteed loan programs of the 
Government are presented in detail. Finally, it outlines the credit 
activity of Government-sponsored enterprises, describes trends in 
Federal credit, presents estimates of Federal credit subsidies, and 
includes discussions of other credit-related topics. 

II. CONTROLLING FEDERAL CREDIT PROGRAMS 

Comparisons with Private Financial Intermediaries.—The objec-
tives of Federal credit programs are different from those of private 
financial institutions. While private financial institutions seek to 
make a profit on their lending, Federal credit programs normally 
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exist to offer credit to selected borrowers on terms and conditions 
that are more favorable than those available from private lenders. 
In some cases, the Government offers credit to borrowers for whom 
no private source of credit is available. Compared to fully private 
loans, the terms and conditions of Federal loans may include lower 
interest rates or loan guarantee fees, less stringent credit risk 
thresholds in making credit available, or more generous grace peri-
ods or repayment schedules. Legislation frequently defines the eli-
gible pool of applicants, specifies the lending terms that an agency 
or program may offer, and otherwise restricts the discretion of 
Federal program managers to screen loan applications in a manner 
common for private lenders. 

In addition to these differences in purpose, there are also differ-
ences in procedures between public and private financial interme-
diaries. Unlike a private financial intermediary, a Federal direct 
loan or loan guarantee program has no standard measure of per-
formance, such as profit, for assessing its success. Federal credit 
programs were created to subsidize favored borrowers to varying 
degrees; therefore, net income does not measure success. 

Moreover, the standards of the marketplace that restrict the 
growth and size of private lenders do not apply to Federal credit 
programs. Unlike commercial banks, Federal agencies need not 
worry about constraints on the volume or quality of new lending 
imposed by the inadequacy of primary capital. Federal agencies 
can continue to lend if they have little, no, or even negative equity. 
Federal lending agencies need not be concerned with the standards 
imposed on private banks by Federal regulatory agencies for assess-
ing and reporting on the quality of loan portfolios. This makes 
alternative forms of discipline all the more important if Federal 
credit is to be directed in the most efficient manner. 

The Unified Budget and the Appropriations Process.—The unified 
budget, with its focus on budget authority, outlays, and receipts, 
provides a comprehensive system for recording and controlling 
most receipts and outlays, but it is an incomplete mechanism for 
recording and controlling Federal credit programs. First, in the 
case of direct loans, the unified budget measures net outlays, not 
the full volume of new credit extended for direct loans. The appro-
priations process also treats credit in a limited way. The largest 
direct loan programs are currently financed by revolving funds in 
which disbursements for new direct loans are offset by repayments 
on existing loans. Congressional appropriations of budget authority 
for these revolving funds are generally necessary only when new 
disbursements exceed available fund balances, which can be aug-
mented by loan repayments and asset sales. The appropriations 
acts do, however, set obligation limitations for most discretionary 
credit programs. 
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Second, guaranteed loan commitments, an important form of 
credit, do not constitute outlays and are not reflected in the unified 
budget except to the extent that defaults occur. While, in principle, 
they could be included under budget authority, commitments were 
excluded from the definition of budget authority by the Congres-
sional Budget Act of 1974. The reason for the exclusion was that 
the loan guarantee, by itself, does not affect budget outlays and the 
deficit. The loan guarantee is only a contingent liability of the 
Government. However, by assuming that contingent liability, the 
Government induces lenders to invest in particular loans by 
making them "riskless" from the lender's standpoint, and thereby 
allocates capital for federally determined purposes. In this manner, 
a guaranteed loan commitment may provide as large a subsidy and 
redirect capital as effectively as a direct loan obligation. 

The major shortcoming of the regular budget process for credit 
programs is that it neither measures nor controls the most salient 
aspect of Federal credit—the size of the subsidy offered the borrow-
er. Because a primary purpose of Federal credit programs is to 
provide borrowers with a subsidy, this is a serious omission in 
effective budgetary control. Without some means of measuring and 
controlling this subsidy, neither the executive branch nor the Con-
gress can make informed decisions about Federal credit programs, 
either in comparing one with another, or in comparing them with 
noncredit expenditure programs. 

The Federal Credit Budget—The Federal credit budget measures 
the direct loan obligations and guaranteed loan commitments, and, 
through the use of language in appropriation acts, limits these 
credit activities. The credit budget was a significant step forward 
because it provided a method of controlling new activity; however, 
even the credit budget has significant limitations—it does not 
measure subsidy costs, nor does it place any direct restriction on 
the level of subsidy that a program offers the borrower. Moreover, 
it is a separate system of different measures, thus discouraging the 
trade-offs among programs against an overall constraint which 
would occur if credit programs were appropriately included within 
the unified budget. 

Credit Reform Initiative.—Under the administration's proposed 
credit reform, Federal agencies would be required to obtain appro-
priations from Congress to finance the subsidies implicit in all new 
direct loans obligated and guaranteed loans committed in 1990 and 
later years. The financing and payment of loans obligated or com-
mitted before 1990 would not be affected. 

Two new Federal credit revolving funds would be established 
within the Department of the Treasury—one for the financing of 
direct loans, called the Direct Loan Fund, and the other for guar-
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anteed loan insurance, called the Guaranteed Loan Fund. Agencies 
would continue to originate and close direct loans and make loan 
guarantees as they do now. Moreover, borrower's rights would not 
be changed. 

As borrowers draw down direct loan obligations, the agency 
would pay the appropriated subsidy component of each loan into 
the Direct Loan Fund. This Fund would finance the balance of the 
loan—the non-subsidized portion—through borrowing from Treas-
ury. The borrower would pay interest and repayments of principal 
to the agency that originated the loan; the agency would deposit 
these amounts in the Direct Loan Fund to repay the Treasury for 
its financing of the loan. For loan guarantees, the appropriated 
subsidy would be paid by the agency to the Guaranteed Loan Fund 
when the guaranteed loan is disbursed by the lender. All fees and 
premiums collected by the agency would be deposited in the Guar-
anteed Loan Fund. In turn, the Guaranteed Loan Fund would 
assume financial responsibility for payment of defaults. 

Credit Vouchers.—This budget includes an innovative proposal 
that uses credit vouchers to address the shortcomings of the regu-
lar budget process for credit programs. Credit vouchers represent 
grants equal to the subsidy portion of Federal credit programs. 
Credit program recipients receive a voucher for financial assistance 
that can be used to obtain privately originated credit instead of a 
Federal direct or federally guaranteed loan. In other cases, credit 
vouchers could be used to lower the amount borrowers would need 
to obtain credit from private sources (compared with what the 
borrower would need without Federal assistance) and thereby 
lower borrowing costs. Alternatively, a credit voucher could be 
used to buy private loan insurance that, in turn, would enable a 
borrower to get a private loan at a lower cost. 

Federal credit vouchers allow a direct subsidy similar to the 
proposal to appropriate the subsidy component of Federal loans— 
credit voucher amounts are budgeted and appropriated on an equal 
basis with other Federal grants, transfers, and purchases—and the 
Federal Government removes itself from the rest of the process. As 
a result, vouchers provide assistance to targeted borrowers while 
simultaneously encouraging the maximum amount of private 
sector involvement through private origination, risk bearing, and 
servicing of loans. 

Using private sector expertise in the origination and servicing of 
loans is more efficient for the Government in two ways. First, 
private sector review of applicants' creditworthiness will ensure 
that the least risky among those eligible for subsidies will receive 
credit. This selection process will result in the least distorted allo-
cation of credit as possible consistent with providing Federal assist-
ance. Also, from the Government's perspective, vouchers are more 
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efficient than making direct loans and loan guarantees that typi-
cally have high administrative and servicing costs. 

This budget proposes the use of credit vouchers to finance pri-
vate loans for the development of housing for low-income elderly 
and handicapped households, including the mentally ill homeless. 
In this instance, the credit voucher provides a private lender with 
a cash grant whose value reflects both the interest subsidy and 
default risk associated with such projects. The subsidy value will be 
sufficient to assure the lender the same return that could be 
earned on a market-rate loan to a comparable project. Project 
sponsors will have an incentive to seek a lender willing to take a 
smaller subsidy. 

From the perspective of the recipient of Federal credit assist-
ance, borrowers holding credit vouchers are able to choose the least 
costly loan in a competitive environment. More importantly, bor-
rowers are able to establish relationships with private lenders that 
could help them obtain unsubsidized credit in the future. 

III. THE CREDIT BUDGET 

Credit Budget Principles.—The credit budget measures direct 
loan obligations and guaranteed loan commitments. It is the sum of 
the credit authority provided by the Federal Government. The 
credit budget is based on three principles. First, it is intended to 
measure new credit at the point that the Government legally con-
tracts to provide a loan or a loan guarantee. Usually, this is when 
a direct loan agreement or loan guarantee commitment is signed. 

Second, the credit budget is based on credit authority—the au-
thority to make new offers of credit. For many credit accounts in 
the unified budget, budget authority for direct loan programs is 
required only when collections are insufficient to finance new loans 
for those programs funded through revolving funds; budget author-
ity for loan guarantees is needed only to pay for defaults when 
other resources are insufficient to fund those costs. In contrast, 
credit authority is measured on a gross basis and does not reflect 
repayments of loans or defaults on loan guarantees. As a result, 
credit authority is a needed tool because subsidies are incurred for 
all new direct loans and loan guarantees, regardless of the extent 
to which new loans are offset by the repayment of loans previously 
made. 

Third, guaranteed loan commitments are measured as the full 
principal of the loan, even if the Government's contingent liability 
is less than the full loan principal. The full principal is included in 
the commitment because the entire loan, even if only partially 
guaranteed, is assisted by the guarantee. Moreover, in some pro-
grams that offer partial guarantees, the private lender is at risk 
only when the value of the collateral and the guarantee combined 
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are less than the full loan principal. There are a number of pro-
grams in which less than the full principal of the loan is guaran-
teed. 

In the aggregate, of the $550 billion of guaranteed loans out-
standing in 1988, the Government's contingent liability was $459 
billion or 83 percent. Excluding the VA, the contingent liability 
was $394 billion for $400 billion of guaranteed loans outstanding, 
or 99 percent. The contingent liability and full principal of all 
guaranteed loans outstanding are shown in Table F- l . 

Table F - l . CONTINGENT LIABILITY FOR GUARANTEED LOANS OUTSTANDING 
(In billions of dollars) 

Veterans Affairs mortgage guarantees: 
Contingent liability 
Full principal 

All other loan guarantee programs: 
Contingent liability 
Full principal 

Total outstanding: 
Contingent liabilty 
Full principal 

Actual 
1988 

65.2 64.5 64.5 
149.7 148.5 148.0 

393.7 430.5 460.8 
400.3 438.1 471.1 

458.9 495.0 525.3 
550.0 586.6 619.1 

Table F-2 provides the credit budget totals for 1985 through 
1990. It also shows the major direct loan programs and loan guar-
antee programs. 

For 1990, the administration's proposals are expected to decrease 
the credit budget by $4 billion, or 3 percent below the 1988 level. 
The programmatic reasons for the changes in the credit budget 
totals since 1988 are discussed below in the sections on direct and 
guaranteed loans. 

Congressional Credit Budget Controls.—The credit budget is in-
cluded in the budget resolution and limitations for many programs 
are subsequently enacted in annual appropriations acts. The ad-
ministration proposes annual limitations on direct loan obligations 
and guaranteed loan commitments for most credit programs. The 
limitations serve as ceilings on the volume of new credit that may 
be offered. 

The President's 1990 budget proposes limitations for programs 
that account for 65 percent of the credit budget totals. Approxi-
mately 18 percent of direct loan obligations and 70 percent of 
primary guaranteed loans are proposed for limitation. (The rela-
tively low percentage for direct loans results because the largest 
direct loan program—Commodity Credit Corporation commodity 
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Table F-2. CREDIT BUDGET TOTALS 
(In billions of dollars) 

Actual Estimate 
1988 1989 1990 1991 1992 

Direct loan obligations: 
Commodity Credit Corporation 13.3 6.1 8.0 8.8 8.1 
Farmers Home Administration 3.9 4.5 1.6 1.4 1.3 
Rural Electrification Administration 1.6 1.8 
P.L. 480 long-term export credits 0.8 0.8 0.7 0.8 0.8 
Veterans Affairs 0.9 0.9 1.0 1.0 0.8 
All other 6.7 2.8 0.9 0.8 0.8 

Total obligations 27.2 16.9 12.3 12.8 11.8 

Guaranteed loan commitments: 
Commodity Credit Corporation 4.6 5.5 5.5 5.5 5.5 
Farmers Home Administration 1.4 3.6 3.2 3.2 3.2 
Rural Electrification Administration 2.0 0.5 1.9 1.6 1.6 
Guaranteed student loans 11.8 12.1 13.1 13.9 14.7 
Federal Housing Administration 50.1 56.8 59.0 60.7 62.6 
Veterans Affairs housing 17.7 13.5 13.9 14.3 13.7 
Small Business Administration 3.6 3.7 3.5 3.5 3.5 
Export-Import Bank 5.7 10.2 10.4 10.6 10.7 
All other 3.8 6.9 1.2 0.8 0.8 

Total commitments1 100.7 112.8 111.7 114.1 116.3 

Total credit budget 127.9 129.8 123.9 126.9 128.1 
MEMORANDUM 

Secondary guaranteed loan commitments 53.1 62.6 66.3 68.4 69.2 
1 Excludes commitments for guarantees of loans previously guaranteed (secondary guarantees) and commitments for guarantees by one 

Government account of direct loans made by another Government account. Totals for the former are shown in the memorandum. Totals for the 
latter are included as direct loans. 

Table F-3. CREDIT BUDGET PROGRAMS SUBJECT TO AND EXEMPT FROM APPROPRIATIONS ACTS 
LIMITATIONS 

(In millions of dollars) 

Direct loan obligations Guaranteed loan commitments 

1988 1989 1990 1988 1989 1990 

Limitations enacted 12,402 8,392 2,764 258,147 193,817 160,950 
Less: Unused balance of limita-

tion, expiring -1 ,777 - 6 4 2 - 5 8 0 -147,395 -60,656 -16 ,761 
Loans subject to limitation 10,625 7,750 2,184 57,681 70,549 77,929 
Loans exempt from limitation 16,596 9,183 10,071 42,607 42,270 33,760 

Total 27,222 16,933 12,255 100,668 112,819 111,689 
ADDENDUM 

Secondary guarantees subject to 
limitation 53,071 62,612 66,260 53,071 62,612 66,260 

loans—is exempt from limitation.) Table F-3 shows the breakdown 
of loans subject to, and exempt from, appropriations act limitation. 

The first stage of congressional action on the credit budget is the 
budget resolution. The resolution includes functional allocations for 
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direct loan obligations and primary loan guarantee commitments. 
The functional targets are then allocated to the Appropriations 
Committee and other committees. 

After the budget is submitted to the Congress, the House and 
Senate Appropriations Committees begin working on the 13 appro-
priation bills. Three bills contain 21 of the 28 requested limitations: 
Rural Development, Foreign Assistance, and Housing and Urban 
Development/Independent Agencies. Over the past several years, 
Congress has enacted limitations for most of the programs for 
which limitations were requested. The administration continues to 
urge the Congress to enact limitations on guaranteed loans on the 
basis of the full principal amount of the loan rather than the 
contingent liability. 

In general, limitation language in appropriation acts: (1) is a 1-
year limitation; (2) sets a ceiling on direct loan obligations and/or 
guaranteed loan commitments; and (3) applies to an individual 
account, although limitations on specific programs within an ac-
count may also be provided. Table F-4 identifies the enacted limi-
tations in 1988 and 1989, and proposed limitations in 1990 for 
credit programs. 

Table F-4. CREDIT APPROPRIATIONS ACTS LIMITATION 
(In millions of dollars) 

Actual 1988 
Estimate 

1989 

Limitations on direct loan obligations: 
Foreign military sales credit 
Overseas Private Investment Corporation (Credit Reform)., 
Overseas Private Investment Corporation 
AID, private sector loans (Credit Reform) 
AID, private sector revolving fund 
Public Law 480 food aid (Credit Reform) 
Agricultural credit insurance (Credit Reform) 
Agricultural credit insurance fund 
Rural housing insurance fund (Credit Reform) 
Rural housing insurance fund 
Rural development insurance (Credit Reform) 
Rural development insurance fund 
Rural development loan fund (Credit Reform) 
Rural development loan fund 
Rural electrification and telephone revolving fund 
Rural telephone bank (Credit Reform) 
Rural telephone bank 
Education 
Bonneville Power Administration 
Health resources and services 
FHA loans (Credit Reform) 
FHA fund 
Housing for elderly or handicapped (Credit Reform) 
Housing for elderly or handicapped 
Flexible subsidy fund loans (Credit Reform) 
Nonprofit sponsor assistance (Credit Reform) 
Nonprofit sponsor assistance 

4,049 

23" 

12" 

1,615 
... 

426 

14 
2,159 

80 
62 
10 
4 

79 

"566" 

410 

23 
......... 

1,617 
... 

426 

14 
1,794 

177 
30 

7 

"163" 

" 4 8 0 " 

1 1 
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Table F-4. CREDIT APPROPRIATIONS ACTS LIMITATION—Continued 
(In millions of dollars) 

Actual 1988 
Estimate 

1989 1990 

Bureau of Reclamation, loan program 
Bureau of Indian Affairs 
Highways and mass transportation 
Veterans Affairs, income security 
Veterans Affairs, mortgage insurance & other 
Veterans Affairs, income security 
Veterans Affairs, mortgage insurance & other 
SBA, business loan and investment fund 
Export-Import Bank 
National Credit Union Administration, central liquidity facility.. 

Total, limitations on direct loan obligations 

32 28 31 
13 
48 

1 

1 
85 

693 

1 
82 

695 
600 600 

12,402 8,392 2,764 

Limitations on guaranteed loan commitments: 
Overseas Private Investment Corporation (Credit Reform) 
Overseas Private Investment Corporation 
AID private sector revolving fund (Credit Reform) 
AID private sector revolving fund 
AID housing and other guarantee programs (Credit Reform) 
AID housing and other guarantee programs 
Agricultural credit insurance fund (Credit Reform) 
Agricultural credit insurance fund 
Rural development insurance fund (Credit Reform) 
Rural development insurance fund 
Rural electrification & telephone revolving fund (Credit Reform). 
Economic development assistance 
Health education assistance (Credit Reform) 
FHA loan fund (Credit Reform) 
FHA fund 
Community development and other 
Bureau of Indian Affairs 
SBA, business loans (Credit Reform) 
Export-Import Bank (Credit Reform) 
Export-Import Bank 

200 175 ......... 

175 

""50 

100 
125 

2,793 

125 

2,777 
3,( 

96 

188 

296 

188 

196 

1*365 

100 
67,000 

96,( 
144 

96,0 
144 

14,601 19,062 

45 
3,535 

10,384 

Total, Guaranteed Loan Commitments 

ADDENDUM 

Secondary guaranteed loan commitments: 
GNMA, guarantees of mortgage-backed securities 
GNMA, guarantees of mortgage-backed securities, (Credit Reform)., 

114,147 118,817 85,950 

144,000 75,000 
75,( 

While the appropriations act limitation is an effective control 
mechanism for new lending for some programs, there are many 
programs in which the actual demand for Federal credit assistance 
has been consistently less than the level enacted in annual appro-
priation bills. For example, the enacted limitations on direct and 
guaranteed loans for the Export-Import Bank consistently exceeded 
the actual demand for loans between 1985 and 1986. In 1987 and 
1988, however, the Congress reduced the limitation on direct loans 
to better reflect actual program usage. The accompanying chart 
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illustrates the used and unused portions of the enacted limitations 
for 1985-1988. 

Limitations vs. Actual Use 
Export-Import Bank, 1985 - 1988 

$ Billions 
14 -

Direct Loans 

85 86 87 88 

- 12 -

• Unused limitation 

23 Actual Use 

G u O T f i t W * U>pn$ 

87 88 
fitcal Years 

There are several programs for which demand is often below the 
enacted limitation. Table F-5 compares the proposed and enacted 
limitations to the actual level of direct loan obligations and guar-
anteed loan commitments in 1988 for several credit programs for 
which the limitations equaled or exceeded use. 

After enactment of appropriations bills, direct and guaranteed 
loan activity subject to limitation is controlled through the appor-
tionment process. This is the mechanism by which the executive 
branch controls the rate at which new loans are obligated or guar-
anteed. While limitations are generally apportioned quarterly, a 
few are apportioned on an annual or project basis. 

In the event of a sequestration under Gramm-Rudman-Hollings, 
credit authority—direct loan obligations and guaranteed loan com-
mitments—are reduced by the general nondefense sequestration 
percentage. 

For some programs, appropriations limitations on annual activi-
ties are deemed unsuitable for any of several reasons, and control 
is provided through other mechanisms. First, limitations are not 
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Table F-5. COMPARISON OF ENACTED LIMITATIONS WITH ACTUAL LOAN LEVELS FOR SELECTED 
PROGRAMS IN 1988 

(In millions of dollars) 

Enacted 
limitation 

Actual loan 
level 

Unused 
balance of 
limitation 

1,615 1,049 566 
1,845 1,845 
2,159 1,590 568 

566 565 1 
600 63 537 

2,793 1,255 1,538 
188 188 

96,000 50,123 45,877 
144,000 53,071 90,929 

14,601 5,739 8,862 

Direct loan obligations: 
Agricultural credit insurance fund (FmHA) 
Rural housing insurance fund 
Rural electrification and telephone revolving fund 
Housing for the elderly or handicapped fund 
National Credit Union Administration, central liquidity fund 

Guaranteed loan commitments: 
Agricultural credit insurance fund 
Economic development assistance 
Federal Housing Administration fund 
GNMA, guarantees of mortgage-backed securities 
Export-Import Bank 

proposed for programs in which the authorizing legislation pro-
vides a clear entitlement to qualified applicants, such as farm price 
support loans, credit assistance to veterans, and guaranteed stu-
dent loans. These programs are similar to those expenditure pro-
grams considered entitlements or relatively uncontrollable, and the 
levels of new credit are restricted solely by substantive law. 

Second, direct loans that arise from payment of claims on de-
faulted guaranteed loans are exempt from appropriations act limi-
tation. Payment of these default claims is mandatory, as in the 
FHA mortgage insurance and the guaranteed student loan pro-
gram. While these disbursements for guaranteed loan claims are 
considered direct loans, they are not "new" direct loan obligations. 
The effective point of control is earlier, at the time of the original 
guaranteed loan commitment. 

Third, loan limitations are unnecessary for programs where 
other types of limitations exert effective control. For example, the 
appropriation language for the P.L. 480 food assistance loan pro-
gram (Title I) sets a limitation on the total program level, allowing 
for a portion of the cost of shipping the commodities financed to be 
paid for with program funds. The program limitation serves as an 
effective ceiling on new loans while accommodating other require-
ments of the authorizing legislation. 

Direct Loans.—Direct loans are financed from a variety of 
sources, including appropriations, borrowing, and repayments of 
previous loans. Direct loan programs are designed to redirect eco-
nomic resources to particular uses by providing credit on more 
favorable terms than would otherwise be available from private 
sources. A direct loan is best justified when the Federal objective 
could not be met with financing from private sources, even with a 
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Government guarantee. The objectives of a direct loan program, for 
example, may require financing at interest rates that are lower 
than those available from private lenders, or loan maturities that 
are longer than otherwise available. Direct loans are made to 
individuals, businesses, and State, local, and foreign governments. 

Direct loan obligations in a given year do not result in an equal 
volume of new direct loan disbursements in the same year for two 
major reasons. First, there is often a lag between the time of 
obligation and the actual disbursement of the loan. For example, 
prospective borrowers may seek financing for a project when it is 
in the design stage, but the financing will not be needed until the 
next year or even the next several years. As a result, some agen-
cies, such as the Export-Import Bank and the Rural Electrification 
Administration, disburse many loans 4 to 7 years or longer after 
the time of the direct loan obligation. Second, some prospective 
borrowers will never convert the direct loan obligations into bor-
rowing because the projects for which financing had been sought 
are subsequently cancelled or because the time to draw down the 
funds has expired. Third, some direct loan obligations do not in-
volve any cash disbursements. For example, an agency may sell 
property in its inventory by financing the purchase, such as the 
Department of Veterans Affairs and Farmers Home Administra-
tion do. 

As shown in Table F-6, direct loan obligations are proposed to 
decline from $27.2 billion in 1988 to $12.3 billion in 1990. Overall, 
the agricultural and business sectors will receive 16 percent and 13 
percent, respectively, of the 1990 credit budget. Table F-18 in the 
back of this special analysis presents data for Federal direct loan 
programs from 1988 through 1994. 

Table F-6. SUMMARY OF DIRECT LOAN TRANSACTIONS 
(In billions of dollars) 

Actual Estimated 

1987 1988 1989 1990 1991 1992 1993 1994 

Obligations 29.8 27.2 16.9 12.3 12.8 11.8 10.8 9.5 
Loan disbursements 35.2 33.7 25.9 23.1 22.0 19.3 16.3 14.1 
Change in outstandings - 1 9 . 0 - 1 3 . 4 - 1 2 . 6 - 9 . 9 - 6 . 1 - 5 . 1 - 5 . 6 - 6 . 1 
Outstandings 234.2 222.0 209.3 199.5 193.3 188.2 182.7 176.6 

The Commodity Credit Corporation (CCC) provides short-term 
nonrecourse loans to producers of agricultural commodities. The 
loans provide subsidized financing for production costs and set a 
minimum price for individual commodities at which farmers may 
turn their crop over to the Government rather than repay the loan. 
The demand for CCC price support loans, therefore, depends on the 
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market price of the crop compared to the price support loan rate. 
When market prices are below the price support loan rate, farmers 
borrow large amounts from the CCC, forfeiting the crop as repay-
ment to the Government if market prices have not risen above the 
price support loan rate by the time the loan comes due. 

Demand for CCC price support loans decreased from $13.3 billion 
in 1988 to an estimated $6.1 billion in 1989. The reduction in loan 
obligations is primarily due to the 1988 drought which resulted in 
lower production and higher commodity prices reducing the 
demand for price support loans. In 1990, commodity loan obliga-
tions are estimated to increase to $8 billion. The increase is project-
ed to result from a return to normal levels of production. Obliga-
tions for price support loans in 1990 are expected to remain below 
the 1988 level because of the administration's plan to set support 
prices closer to market clearing levels. The reduction of artificially 
high price supports should reduce production levels and the 
demand for the nonrecourse loans that finance production. The 
Food Security Act of 1985 gave the Secretary of Agriculture the 
discretion to set price support loan rates closer to market prices. 
This provision was intended to reduce the demands for Govern-
ment price support loans. 

The Farmers Home Administration (FmHA) makes loans for pur-
chasing and operating farms, natural disaster losses, rural housing, 
and rural community and water and waste treatment facilities. In 
1990, limitations on FmHA direct loan obligations are proposed to 
total $1.0 billion, which is significantly below the 1988 total of $3.9 
billion. This reflects a proposed shift from subsidized direct loans to 
guarantees of private market rate loans in the agricultural credit 
and rural development insurance funds. The administration also 
proposes to replace most FmHA housing direct loan programs with 
housing assistance provided through a voucher program similar to 
the program now administered by the Department of Housing and 
Urban Development. Rural housing loans have proven to be a 
costly form of assistance. Housing vouchers would be targeted to 
very low income residents and would give them a wider range of 
housing choices and a portable sudsidy. 

The Export-Import Bank (Eximbank) provides direct loans to fi-
nance U.S. exporters in meeting competition supported by foreign 
official export credit agencies. The successful negotiations within 
the Organization for Economic Cooperation and Development to 
reduce export subsidies have reduced the demand for Eximbank 
credits in recent years. As a result, the administration proposes 
that Eximbank's direct loan program be terminated in 1990. 

Rural Electrification Administration (REA) direct lending to 
rural electric cooperatives is proposed to be terminated in 1990. 
The administration proposes to increase the reliance of rural elec-

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1990



SPECIAL ANALYSIS D D-17 

trie and telephone cooperatives on private financing through the 
use of partial REA guarantees of privately originated loans. The 
goals of the REA program have largely been accomplished and 
deeply subsidized direct lending to financially healthy borrowers is 
very costly to the taxpayer. 

Starting in 1990, the administration proposes to effect this shift 
to private financing by making 90 percent guarantees of private 
loans to power supply borrowers instead of the 100 percent guaran-
teed REA loans disbursed by the Federal Financing Bank (FFB). In 
addition, direct loans to electric distribution and telephone borrow-
ers previously made at 5 percent from the rural electrification and 
telephone revolving fund would be made by private lenders with a 
70 percent REA guarantee. Also, the administration proposes to 
take the necessary steps to privatize the Rural Telephone Bank in 
1996. This includes charging interest rates adequate to build re-
serves sufficient to repurchase Treasury-owned Class A stock of 
over $530 million (that pays only a 2 percent annual dividend). 

In addition, the administration encourages privatization by pro-
posing that any borrower with outstanding REA guaranteed loans 
disbursed by the FFB have the opportunity to prepay them using 
an 80 percent REA guarantee and without paying the required 
prepayment premium. Similarly, the administration proposes to 
permit Rural Telephone Bank borrowers to prepay their loans with 
the usual prepayment penalty waived. Overall, the administra-
tion's proposed reforms would result in outlay savings of $697 
billion in 1990, while continuing to provide a comparable level of 
REA guarantees of private loans comparable with the direct lend-
ing programs in 1989. 

Foreign military sales (FMS) financing provides funds to foreign 
governments and international organizations for the procurement 
of U.S. military equipment and services. Although the overall pro-
gram increased from $4.3 billion in 1989 to $5.0 billion in 1990, the 
direct loan portion dropped from $410 million in 1989 to zero in 
1990. This reflects the consolidation of all military assistance in 
this account; the amounts requested in the military assistance 
account are for the cost of administering the military assistance 
program. All FMS financing in 1990 will be grants, thereby reduc-
ing the debt service problems of recipient countries. 

Because of the proposal to use credit vouchers instead of direct 
loans, direct loan obligations for elderly or handicapped housing 
decrease from $566 million in 1988 to $32 million in 1990, which 
will be used to amend prior loan commitments only. 

The Small Business Administration (SBA) provides direct loans 
to small businesses and to businesses and homeowners that suffer 
uninsured losses as a result of physical disasters. The 1990 budget 
proposes to rely on SBA's guaranteed loan programs to assist small 
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businesses for business credit needs. Therefore, the budget proposes 
to terminate new direct business lending in 1990. The budget also 
proposes to eliminate the disaster assistance lending program. Dis-
aster insurance for businesses and homeowners is available on the 
private market. 

The Department of Veterans Affairs (VA) offers direct loan fi-
nancing with a minimal down payment, called a vendee loan, to 
creditworthy individuals purchasing properties that VA has ac-
quired through the default of a guaranteed home loan. The vendee 
loan program is similar to real estate owned (REO) programs man-
aged by many banks and lending institutions that acquire proper-
ties from foreclosed mortgages. In 1990, the amount of vendee loans 
is estimated to be $949 million. 

Loan Guarantees.—A guaranteed loan is an agreement by the 
Government to pay the principal and, in some cases, interest on a 
loan should the borrower default. The guarantee can cover all or 
part of the loan, and therefore transfers all or some of the risk of 
default from the lender to the Government. Guaranteed loans in-
clude insured loans, where the Government collects insurance pre-
miums from lenders, and then pledges the use of the accumulated 
premiums to cover defaults. 

When the Government guarantees 100 percent of the loan, the 
private loan is transformed into something approximating a Gov-
ernment direct loan financed by Government borrowing. Although 
the economic effects of such a loan are essentially the same as a 
direct Government loan, the guaranteed loan may not have all the 
attributes of a direct loan. This is because a private lender may 
negotiate different terms and conditions for the loan than would a 
Government agency. 

The guaranteed loan will also not have all of the attributes of a 
U.S. Treasury security, since it will be less liquid and will involve 
higher transaction costs. The great volume of Treasury securities, 
their regular issuance in a range of maturities, and the specialized 
institutions and trading facilities that deal in those securities 
produce an efficient market that cannot be matched by the market 
for guaranteed loans. The Government guarantee, for example, 
may not be transferred from one lender to another as readily as a 
U.S. Treasury security may be traded. In addition, legal counsel 
may be required to determine the extent to which a lender is 
assured of repayment and under what circumstances. This require-
ment is a transaction cost not associated with a U.S. Treasury 
security. For these and other reasons, guaranteed loans bear 
coupon rates above the yields on otherwise comparable U.S. Treas-
ury securities. 

Loan guarantees, like direct loans, redirect economic resources 
by providing credit to borrowers at more favorable terms than 
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would otherwise be available in the private market, and therefore 
contain a subsidy. The degree to which the guarantee reallocates 
credit will depend on the degree of the subsidy. At one extreme, 
the potential transaction being financed may be considered so risky 
that no financing would be available without the guarantee. For 
example, it is unlikely that private lenders would make student 
loans available as widely as they are currently without Federal 
guarantees because of the inherent, and significant, uncertainty 
about the future income of many borrowers. In this case, the 
subsidy is quite large and should have a significant effect on the 
reallocation of credit. The degree of credit reallocation will also 
depend on the price elasticity of demand of the good being fi-
nanced. A small change in the price (i.e., the subsidy) of the good 
being financed may result in a considerable change in the amount 
of good actually bought and sold. However, this special analysis 
does not estimate demand and supply elasticity effects. 

At the other extreme, the guarantee may result in only a small 
subsidy and, other conditions being equal, may not significantly 
change the allocation of credit. Some beneficiaries of loan guaran-
tee programs would have been able to secure the funds privately— 
without Government support—albeit at a higher cost. For example, 
guaranteed mortgage credit might be used to finance, at a lower 
cost, a house that would have been purchased in the absence of a 
Federal guarantee. In such a case, the borrower benefits from a 
small subsidy and the guarantee does not significantly alter the 
allocation of credit resources. 

In both cases, although to different degrees, the guarantee reallo-
cates credit toward federally selected uses, increasing the total 
volume of credit channeled into these uses. This leaves a smaller 
supply of credit available to those potential borrowers who do not 
receive Government assistance, and increases the interest rates on 
financing available to these borrowers. 

Loan guarantees are used in a wide variety of programs. Loan 
guarantees may be made to individuals, to businesses, and to State, 
local, and foreign governments. The guaranteed loan commitment 
may be used for a loan made by a bank or other institutional 
lender or an investment security sold in the capital market. Guar-
anteed loans, for the purposes of the credit budget, do not include 
other contractual agreements, such as guarantees of private leases, 
contracts to make subsidy payments over extended periods, or debt 
service grants that the recipients may use as collateral for borrow-
ing. 

Data for guaranteed loans for 1987 through 1994 are summarized 
in Table F-7. As with direct loans, guaranteed loan commitments 
in a given year do not always result in new guaranteed loans in 
that year due to lags between the time of commitment and the 
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actual disbursement of the loan, and because some prospective 
borrowers will never convert the loan commitment into actual 
borrowing. Table F-19 in the back of this special analysis provides 
data for guaranteed loan programs for 1988 through 1994. 

Table F-7. SUMMARY OF PRIMARY GUARANTEED LOAN TRANSACTIONS 
(In billions of dollars) 

Actual Estimated 

1987 1988 1989 1990 1991 1992 1993 1994 

Commitments 142.1 100.7 112.8 111.7 114.1 116.3 118.0 120.0 
New guaranteed loans 151.7 96.4 95.5 95.3 97.9 100.5 102.2 104.0 
Change in outstandings 60.4 40.3 36.7 32.5 29.9 31.9 30.6 29.8 
Outstandings 507.0 550.0 586.6 619.1 649.0 680.9 711.6 741.4 

Guaranteed loan commitments are estimated to increase from 
$100.7 billion in 1988 to $111.7 billion in 1990. The major program-
matic changes are discussed below. 

Guaranteed loan commitments in 1988 for the Federal Housing 
Administration (FHA) decreased by 37 percent from 1987. Commit-
ments, which were $80.0 billion in 1987, declined to $50.1 billion in 
1988, but are expected to rise to $56.8 billion in 1989 and to $59.0 
billion in 1990. One source of budgetary concern over the past few 
years has been FHA's claims experience, which has depleted FHA 
fund reserves by $1.1 billion. Annual claims are estimated to leap 
from $2.9 billion in 1986 to $6.6 billion in 1989. These higher 
claims, which have resulted primarily from the economic downturn 
in the Southwest, increased FHA outlays by $1.7 billion from 1987 
to 1988. 

The Department of Veterans Affairs (VA) offers a mortgage guar-
antee that is similar in effect to the FHA mortgage insurance 
program, but does not require veterans to make downpayments on 
their housing purchases. Guaranteed loan commitments by VA in 
1988 were $18 billion and are expected to be $14 billion in 1989. As 
with the FHA loans, VA loan activity is returning to pre-1988 
levels; the 1988 levels rose due to low interest rates and refinanc-
ing. In 1990, new commitments are estimated to remain at about 
$14 billion. 

The Commodity Credit Corporation (CCC) provides loan guaran-
tees for export sales that might not otherwise occur without Feder-
al credit assistance. CCC guaranteed loan commitments for U.S. 
exports are estimated to rise from $4.6 billion in 1988 to $5.5 billion 
in 1989. The increase is a result of the Food Security Act of 1985 
which established the CCC loan program level at $5.5 billion in 
1987. For 1990, the amount requested remains at $5.5 billion re-
flecting continued strong demand for those loans. 
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The guaranteed student loan program (GSL) provides guarantees 
of education loans to graduate and undergraduate students and to 
parents of dependent students. Even though the cost of a student's 
education should ultimately be borne primarily by the student, the 
Government has always paid significant interest subsidies as well 
as virtually all the costs of borrower defaults on GSLs, which are 
expected to exceed $1.8 billion in 1989. The administration is pro-
posing to increase risk-sharing with lenders and State guarantee 
agencies and to pursue other reforms to reduce the incidence of 
default and reduce the cost of defaults that do occur. 

The Export-Import Bank (Eximbank) provides guarantees to fa-
cilitate U.S. exports. Guaranteed loan commitments dropped from 
$8.0 billion to $5.7 billion between 1987 and 1988. In 1989, Exim-
bank estimates that commitments will be $10.2 billion, as risk 
protection continues to be important to U.S. exporters. The pro-
posed level in 1990 is $10.4 billion. Within the $10.4 billion ceiling, 
Eximbank offers long-term financial guarantees ($1.8 billion), 
medium-term guarantees ($0.5 billion) and short and medium-term 
export insurance ($8.0 billion), which is provided by the Foreign 
Credit Insurance Association (FCIA). Eximbank is the sole owner of 
the FCIA and approves most of FCIA's policy decisions. 

The Rural Electrification Administration (REA) reform proposal 
would make available a new program of 90 percent REA guaran-
tees of private loans for power generation starting in 1990. Existing 
100 percent REA guaranteed FFB direct loans would be phased out 
at the end of 1989. In addition, a new program of 70 percent REA 
guarantees of private loans would be available in 1990 to replace 
the existing 5 percent interest direct loans for telephone and elec-
tric distribution borrowers. Total guaranteed loans of $1.4 billion 
are requested for REA programs in 1990, with an additional esti-
mated $500 million in 80 percent guarantees provided for refinanc-
ing FFB loans. 

As a result of the growing debt service problems of many coun-
tries that had previously received foreign military sales (FMS) fi-
nancing and as a partial offset to the reduction in military assist-
ance since 1985, the 1990 FMS financing program contains grant 
funds only. This policy initiative means that countries that barely 
meet creditworthiness criteria will not be burdened with additional 
debt for the procurement of essential military equipment and serv-
ices. This will not only reduce FMS debt collection problems, but 
will also increase the political benefit of the programs in many 
countries. 

The Maritime Administration has the authority to provide guar-
antees for construction mortgage loans to build U.S.-flag vessels in 
the United States. New commitments totaling $27 million were 
made in 1988. Consistent with prior budget proposals, the adminis-
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tration is again proposing that this program be terminated starting 
in 1990. The proposed termination reflects the administration's 
position that the maritime industry should be encouraged to rely 
on the private credit market, without Federal intervention, as the 
source for capital. 

The Small Business Administration (SBA) provides credit assist-
ance to small businesses through a variety of guaranteed loan 
programs. Beginning in 1990, the budget proposes to reduce the 
amount of subsidy provided to borrowers by increasing guarantee 
fees and lowering levels of Federal contingent liability. The SBA 
share of the loan guarantee will be reduced. The budget proposes 
$3.5 billion in new loan commitments accompanied by a total of 
$2.9 billion in SBA guaranteed originations in 1990. This amount of 
new originations includes $2.5 billion in guaranteed general busi-
ness loans; $332 million for development company loans; $118 mil-
lion for Small Business Investment Company (SBIC) obligations; 
and $36 million in guarantee authority for Minority Enterprise 
Small Business Investment Companies. 

About 90 percent of all single-family mortgages insured by FHA 
or VA are sold subsequently in the secondary mortgage market 
using the Government National Mortgage Association (GNMA) 
mortgage-backed securities program. This program provides guar-
antees for securities issued by private mortgage originators and 
backed by pools of FHA-insured and VA-guaranteed mortgages. 
The GNMA guarantees enhance the liquidity of trading these secu-
rities. GNMA's issuance of new securities is closely tied to the 
amount of FHA insurance and VA mortgage guarantees. Commit-
ments for GNMA mortgage-backed securities dropped from $140 
billion in 1987 to $53 billion in 1988. An increase to about $63 
billion is estimated for 1989 and $66 billion for 1990. 

The administration recently issued a notice of intent to deregu-
late the fee that issuers of GNMA mortgage-backed securities earn 
for servicing the FHA and VA mortgages underlying GNMA's 
securities. The servicing fee issuers currently earn is set by GNMA 
at 44 basis points per annum (44/100 of one percent) of the out-
standing mortgage amount. This minimum fee was originally estab-
lished to assure that lenders could profitably service the GNMA 
mortgage pools. However, the fee may be in excess of that needed 
to protect the Government's interest and may in fact lead to higher 
mortgage rates for borrowers. In addition to deregulating the serv-
icing fee paid to securities' issuers, the administration is also pro-
posing to increase the fee paid to the Government by those issuers. 
The new fee, which would become effective in FY 1991, would be 
increased from the current 6 basis points to 10 basis points in 1991 
and to 15 basis points in 1992 and thereafter. 
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I V . GOVERNMENT-SPONSORED ENTERPRISES 

The Federal Government influences the allocation of credit in 
many different ways: through direct loans; loan guarantees; credit 
vouchers; insurance for deposits in commercial banks, savings and 
loans, and mutual savings banks; and various other methods. One 
of the primary methods of influencing the allocation of credit has 
been through the creation and use of Government-sponsored enter-
prises (GSEs). GSEs typically act as financial intermediaries direct-
ing capital to particular sectors of the economy. Due to their per-
ceived "special relationship" with the Federal Government, GSEs 
historically have been able to borrow in the credit markets at 
yields carrying only slight premiums above those of Treasury secu-
rities of comparable maturity. The special relationship has arisen 
both from the intangible nature of Government sponsorship and 
through direct benefits that have been available to most GSEs. 
Table F-8 lists some of the benefits that have historically been 
available to GSEs. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1990



Table F-8. SOME BENEFITS ENJOYED BY GOVERNMENT-SPONSORED ENTERPRISES 

Type of Benefit FCS FCSFAS FAMC FHLB FHLMC FICO FNMA SLMA CCLIA 

CHARACTERISTICS 
Ostensible ownership Private Federal & Private Private Private Federal & Private Private Federal Ostensible ownership 

Private Private 
Principal source of capital Private Federal & Federal & Private Private Federal & Private Federal & Federal & Principal source of capital 

Private Private Private Private Private 
Who bears ultimate financial risk Federal & Federal Federal & Private Private Private Federal & Private Federal & 

Private Private Private Private 
Selection of top managers Private Private Federal & Federal & Federal & Federal & Federal & Federal & Federal & Selection of top managers 

Private Private Private Private Private Private Private 
Control over budget/personnel Board Board Board Board Federal Board Board Board Board 
Subject to GAO audit No No Yes Yes No Yes No 1 No No 
Subject to Federal pay limits No No No No No n / a 2 No No No 
Obtain financing through exercise of sovereign power No No No No No No No No No 
Subject to 0MB apportionment No No No No No No No No No 

BENEFITS ENJOYED 
ne of credit at Treasury Yes Yes Yes Yes Yes3 No Yes Yes No 
Exemption of corporate earnings from Federal income tax Yes4 Yes No Yes No No No No No 
Exemption of interest income of investors from State and local 

income taxes Yes Yes n / a 5 Yes No Yes No Yes n / a 5 

Eligibility for Federal Reserve open market purchases Yes n / a 5 n / a 5 Yes Yes n / a 5 Yes Yes n / a 5 

Equal standing with Treasury debt as investments for most banks Yes Yes Yes Yes Yes Yes Yes Yes n / a 5 

Exemption from SEC registration and various State banking laws Yes Yes No6 Yes Yes Yes Yes Yes n / a 5 

Eligibility as collateral for public deposits Yes Yes Yes Yes Yes Yes Yes Yes n / a 5 

1 Except for GNMA. 
2 No staff. 
3 Indirect line of credit through the FHLBs. 
4 Federal Land Banks and Farm Credit Banks. 
5 Entity newly created. 
6 Mortgage-backed securities may be exempt from State banking laws. 
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Four new entities created within the past 2 years have been 
designated as GSEs. This designation is subject to change as these 
entities are more closely examined, both as to their structure and 
as to their actual operations. Furthermore, legislation enacted in 
1988 changed the authorizing statue for one of the new GSEs, the 
Farm Credit System Financial Assistance Corporation, sufficiently 
to require it to be recorded in the budget as of the date when the 
change will become effective. The budget proposes legislation to 
maintain the corporation in its present status as a GSE. 

The financial transactions of GSEs are not included in either the 
unified or the credit budgets. However, since they were designed to 
further Government objectives and since most continue to enjoy 
special benefits not received by other privately owned financial 
intermediaries, their financial statements are shown, to the extent 
feasible, in Part IV of the Budget Appendix. Table F-9 summarizes 
the lending and borrowing of GSEs for 1988-1990; Table F-20 in 
the back of this analysis presents details of their activity. The new 
entities, however, in most cases have provided only a narrative 
description with limited or no financial information. 

Table F-9. SUMMARY OF LENDING AND BORROWING BY GOVERNMENT-SPONSORED ENTERPRISES 
(In billions of dollars) 

Total net lending: 
Obligations 
New transactions 
Net change 
Outstandings 

Total borrowing: 
Net change 
Outstandings 

1988 1989 1990 

378.1 391.1 422.4 
377.3 374.7 405.7 

82.5 53.3 64.8 
666.1 719.5 784.3 

94.0 70.8 70.8 
663.2 734.0 804.9 

GSEs have traditionally operated in three major areas: (1) to 
assist farmers and associated rural borrowers to have better access 
to the credit markets, (2) to facilitate credit operations for the 
housing industry, and (3) to facilitate the financing of higher educa-
tion. While the focus on these areas has not changed in the past 
few years, the contingent liability of the Federal Government has 
grown dramatically, due to the greater governmental involvement 
in the newly created GSEs. 

Agricultural Assistance.—The Federal Farm Credit System (FCS) 
has traditionally been composed of four elements: the Farm Credit 
Administration, a Federal agency, and three separate but related 
lending institutions that constituted the FCS; Banks for Coopera-
tives, Federal Intermediate Credit Banks, and Federal Land Banks. 
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Prior to 1988, only the Farm Credit Administration, which is the 
regulatory arm of the System, was included in the unified budget. 
It is financed by user charges assessed on the banks that it regu-
lates. The other three institutions were treated as GSEs in the 
budget. These three entities will be consolidated into two different 
kinds of financial intermediaries in the 1990 budget, each operat-
ing in twelve districts throughout the U.S.: 

• The Banks for Cooperatives, which provide loans to farmer-
owned marketing, supply, and service cooperatives and rural 
utilities; and 

• The Farm Credit Banks, formed from the merger in each 
district of the Federal Intermediate Credit Banks, which pro-
vide short and intermediate term farm loans, with the Feder-
al Land Banks, which provide long-term loans secured by real 
estate. These mergers were required by the Agricultural 
Credit Act of 1987. 

Each System bank operates through regional banks. The banks 
obtain funds through the sale of securities to investors in the 
private credit markets. This borrowing is aggregated by the Farm 
Credit System Funding Corporation, which acts as a conduit 
through which the System banks issue FCS debt to the credit 
markets. These securities are "joint and several," meaning that 
default by one System bank requires all others to honor the obliga-
tions of the security. As of September 30, 1988, there were $53.6 
billion in outstanding consolidated, systemwide notes and bonds. 

In recent years the depressed condition of farming in many areas 
led to massive losses being incurred by the FCS—$1.9 billion in 
calendar year 1986, $17 million in calendar year 1987, and $434 
million in the first nine months of 1988. However, the System can 
still borrow at rates substantially lower than those that would 
have been charged to other privately owned intermediaries with 
similar low net worth. 

Legislation enacted in 1985 attempted to remedy the unequal 
erosion in asset quality experienced by some of the System banks 
due to the persistent agricultural crisis. The Act established the 
Farm Credit System Capital Corporation, a GSE to provide assist-
ance to troubled FCS banks. The Corporation was to provide tech-
nical assistance as well as administer a controversial asset sharing 
plan, whereby available surplus capital and reserves were to be 
transferred from strong banks to insolvent or nearly insolvent 
banks to improve their balance sheets. Mandatory assessments 
were imposed on System Banks to fund the Corporation's activities. 
However, the functioning of the Capital Corporation was signifi-
cantly impaired due to lawsuits challenging the asset sharing re-
quirement. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1990



SPECIAL ANALYSIS D D-17 

As a result of the inadequacies of the 1985 legislation as well as 
continuing problems plaguing the farm sector, the Farm Credit 
System formally submitted a request to Congress for financial as-
sistance on May 6, 1987. The request was spurred by the continu-
ing decline in System surplus funds, perceived erosion of borrower 
confidence, and widening spreads on System obligations over com-
parable Treasury issues. 

As a remedy, on January 6, 1988, the President signed a law 
requiring sweeping changes in the System that was envisioned to 
provide a long-term solution to the System's troubled financial 
condition. The charter of the Farm Credit System Capital Corpora-
tion was revoked. A new federal instrumentality, the Farm Credit 
System Assistance Board, was chartered to assume some of the 
Capital Corporation's duties, chiefly to assist in guiding FCS insti-
tutions to economic viability so that they could continue to provide 
credit. The Board is charged with carrying out a program to pro-
vide assistance to, and protect the stock of borrowers of, the institu-
tions of the Farm Credit System. The Act created two additional 
GSEs: 

• The Farm Credit System Financial Assistance Corporation 
(.FAC% was created to provide the financing mechanism 
through which the System can receive needed capital. Obliga-
tions issued by FAC will carry the guarantee of the Federal 
Government and Treasury will pay all or part of the interest 
cost on most of the Corporation's debt for the next ten years. 

• The Federal Agricultural Mortgage Corporation (FAMC% was 
created to guarantee the timely repayment of principal and 
interest on pools, or obligations backed by pools, of qualified 
loans. 

In 1988, the Farm Credit System Financial Assistance Corpora-
tion began to issue U.S. guaranteed 15-year bonds. It is estimated 
that from $2 to $3 billion of the $4 billion in bonds authorized will 
be issued before FAC authority terminates at the end of 1992. 

The U.S. Treasury is, with one exception, obligated to pay the 
entire interest cost of the FAC bonds in the first five years after 
issuance and half of the interest cost in the second five years. The 
System is responsible for all interest costs on bonds issued for 
"capital preservation agreements" as well as the full repayment of 
principal for all bonds. More specifically, at maturity, the banks 
receiving non-capital preservation assistance will be required to 
repay principal by repurchasing preferred stock from FAC. FAC 
debt issued for capital preservation and other FAC and Assistance 
Board expenses will be repaid by all system institutions on the 
basis of a formula using performing loan volume per bank. The 
Farm Credit System is required to repay the U.S. Treasury for all 
FAC associated federal outlays when this entity is financially able 
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to do so. In addition, System institutions were required to make a 
one-time Assistance Corporation stock purchase of $177 million to 
establish a loss reserve against any late payment or default on 
FAC debt and to ensure private ownership of the FAC. 

However, legislation enacted in 1988 changed this risk capital 
contribution from system institutions sufficiently that it would 
cause FAC's obligations, and resulting outlays, to be scored on-
budget beginning in 1990. The administration will seek legislation 
to repeal this provision and maintain FAC in its present status as a 
GSE. 

The purpose of the Federal Agriculture Mortgage Corporation 
(FAMC), which some have dubbed Farmer Mac, is to establish a 
secondary market for farm mortgages and certain rural housing 
loans similar to the role created for the Government National 
Mortgage Association in the late 1960s. In 1988, FAMC sold stock 
to banks, insurance companies, System institutions and other fi-
nancing entities to raise over $20 million in initial capital. Voting 
stockholders will elect a board of directors early in calendar year 
1989 and FAMC is expected to begin issuing guarantees of qualified 
pools in the summer or fall of 1989. The Corporation has a line of 
credit of $1.5 billion from the U.S. Treasury should it become 
necessary to honor guarantee claims. Ongoing operations of FAMC 
will be financed through fees charged to participating institutions 
for its guarantees and through occasional additional stock offer-
ings. The loan pools guaranteed by FAMC will be originated large-
ly by Farm Credit System banks, commercial banks, thrifts, and 
insurance companies. 

The Act also created the Farm Credit System Insurance Corpora-
tion. It was initially considered to be a GSE but, upon further 
examination, was classified as a Federal agency at its inception. 
The Insurance Corporation will, starting in January 1989, insure 
all bonds, notes, debentures, and other obligations issued by System 
institutions excluding those issued by the Financial Assistance Cor-
poration. It will be capitalized initially in January 1989 with funds 
from the on-budget Farm Credit Revolving Fund and beginning in 
January 1990 through annual insurance premiums charged System 
institutions. The annual premiums are based on the risk and 
volume of their outstanding loans. Those banks wishing to main-
tain their Federal charter must purchase insurance from the Cor-
poration. Insurance fund balances are also authorized to be used in 
the case of System default on FAC principal or interest payments 
before the Federal guarantee is triggered. 

Restructuring of the System's banks was also mandated by the 
Act. The Federal Land Banks (FLB) and Federal Intermediate 
Credit Banks in each district are required to merge (except for the 
Jackson District where the FLB is in receivership); ten of the 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1990



SPECIAL ANALYSIS D D-17 

district Banks for Cooperatives recently voted to merge into one 
National Bank for Cooperatives; and the 12 districts are required 
to vote on whether to merge into six. Additionally, the Act im-
proves borrowers' rights and expands procedures for restructuring 
loans. 

Housing Assistance.—The major elements of the Government's 
support to the housing industry include the on-budget, federally 
owned Federal Savings and Loan Insurance Corporation (FSLIC) 
and two GSEs that have been providing assistance to the housing 
sector for many years: the Federal Home Loan Mortgage Corpora-
tion and the Federal National Mortgage Association. In 1985, the 
Federal Asset Disposition Association was chartered to help liqui-
date the property troubled and failed thrift institutions had ac-
quired through defaults. A fourth GSE, the Financing Corporation, 
was created in 1987 to provide assistance in funding the operations 
of FSLIC. The Federal Home Loan Bank Board (FHLBB), an inde-
pendent agency in the executive branch, has served primarily as 
the regulator of the system. 

Federal Home Loan Bank System.—The Federal Home Loan 
Bank System was established in 1932 as the first permanent Gov-
ernment-sponsored intermediary for housing. Its original charge 
was to supervise federally chartered savings and loan associations 
and to promote home ownership through the extension of credit to 
savings and other home financing institutions. The Bank Board 
and the 12 regional Federal Home Loan Banks (FHL Banks) com-
prised the original system. 

The primary purpose of the Federal Home Loan Banks is to 
ensure the liquidity of member savings and loans and mutual 
savings banks, which historically have lent primarily to the hous-
ing market. The FHL Banks accomplish this infusion of liquidity 
by providing advances to help individual institutions meet short 
term liquidity needs and by providing longer term loans to enable 
institutions to expand long-term lending. The FHL Banks provide 
member thrifts with access to national capital markets and elimi-
nate regional barriers to the flow of mortgage funds. Advances are 
an attractive source of funds for members largely because they are 
the least expensive source of funds available after savings deposits. 
Each of the 12 FHL Banks is regulated by the FHLBB but estab-
lishes its own policies within FHLBB guidelines. FHL Banks fi-
nance their advances primarily by selling debt securities in the 
money and capital markets and, to a much lesser extent, by accept-
ing both demand and time deposits from member institutions and 
through the issuance of additional capital stock. As of September 
30, 1988, $126.7 billion of these debt securities were outstanding. 

Federal insurance for the deposits at the member savings and 
loans and mutual savings banks is provided by FSLIC which is 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1990



A-10 THE BUDGET FOR FISCAL YEAR 1990 

overseen by the FHLBB and is authorized to borrow from the U.S. 
Treasury should it become necessary. An explanation and examina-
tion of FSLIC is detailed in the Contingent Liabilities and Federal 
Deposit Insurance section of this analysis. Due to persistent losses 
experienced by FSLIC-insured institutions and the necessary inter-
vention by FSLIC to provide funds to merge institutions or to 
liquidate them, FSLIC's liabilities (including contingent liability) 
exceeded its assets at the end of calendar years 1986 and 1987. In 
1988, expenses exceeded revenues by $22.3 billion. 

The FSLIC Recapitalization Act, which was passed in 1987, cre-
ated a new entity to provide a financing mechanism for FSLIC. The 
Financing Corporation (FICO) was created to assist in raising cap-
ital in the credit markets. FICO has the authority to borrow up to 
$10.8 billion through the issuance of debt obligations to the public 
and in turn to purchase stock in FSLIC. The repayment of princi-
pal on FICO debt is guaranteed through the use of a segregated 
account within the corporation which invests funds in non-interest 
bearing Treasury securities (zero-coupon bonds) whose face value at 
maturity is equal to the face value of the FICO bonds at maturity. 
The funds to buy these zero-coupon bonds are provided by the FHL 
Banks through a mandatory FICO stock purchase plan. Interest on 
the FICO debt will be paid by an assessment-sharing plan with 
FSLIC and, if necessary, a special assessment on FSLIC-insured 
institutions. In calendar year 1988, FICO issued $4.6 billion of these 
bonds. The authorizing statute specifically states that the bonds 
are not direct obligations of the United States Government. FICO is 
controlled and staffed by the FHLBB and the FHL Banks. All 
administrative expenses are paid by the FHL Banks. 

Federal Home Loan Mortgage Corporation (FHLMC\ or Freddie 
Mac).—Freddie Mac was created in 1970 by Congress to provide 
mortgage lenders with an organized national secondary market in 
which to sell conventional mortgages and to obtain additional 
funds to meet new demands for mortgages. Freddie Mac serves as a 
conduit to facilitate the flow of investment dollars from capital 
market investors to mortgage lenders. Freddie Mac is a publicly 
chartered corporation whose preferred stock is owned by savings 
institutions across the Nation. Typically, Freddie Mac purchases 
mortgages originating from mortgage bankers, savings institutions, 
commercial banks, and other primary lenders. These institutions 
sell mortgages to enhance the liquidity of their assets. 

Freddie Mac finances most of its purchases of mortgage loans by 
pooling the mortgages together and issuing pass-through certifi-
cates backed by these loans. It guarantees the timely repayment of 
interest at the certificate rate and the ultimate repayment of prin-
cipal on the mortgages. By issuing pass-through certificates, the 
ownership of the underlying mortgage pool is transferred to a 
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trustee, thereby removing the loans from Freddie Mac's balance 
sheet. Thus, generally accepted accounting principles for private 
businesses greatly understate Freddie Mac's participation in the 
secondary market. 

Federal National Mortgage Association (FNMA, or Fannie 
Mae).—Fannie Mae was established by Congress in 1938 to provide 
supplementary assistance to the secondary market for home mort-
gages by supplying a degree of liquidity for mortgage investment. 
In 1968, it became a privately owned corporation, and its stock is 
now fully transferable and is listed on major stock exchanges. 

Fannie Mae performs functions similar to Freddie Mac, purchas-
ing mortgages from originators. These mortgages are then either 
packaged, guaranteed by Fannie Mae, and sold to investors; or, 
unlike Freddie Mac, kept by Fannie Mae in its portfolio for invest-
ment purposes. Because Fannie Mae finances the purchases of 
mortgages by issuing its own debt, Fannie Mae's profitability is 
much more sensitive to movements in interest rates than is Fred-
die Mac's. In recent years, the company has attempted to decrease 
its sensitivity to interest rate fluctuations by using various meth-
ods, including matching more closely the duration of the securities 
it holds in portfolio with the duration of its debt issues; increasing 
fee income; increasing the issuance of its guaranteed mortgage-
backed securities; and repurchasing some high coupon debt. 

Fannie Mae, Freddie Mac, and the Government National Mort-
gage Association (Ginnie Mae), an on-budget Federal agency that 
guarantees federally insured or guaranteed mortgages, have long 
dominated the secondary market for mortgages, particularly the 
mortgage-backed securities portion of the market. Recently, howev-
er, totally private firms have begun to issue mortgage-backed secu-
rities, in competition with Fannie Mae and Freddie Mac. Privatiza-
tion of Fannie Mae and Freddie Mac would eliminate major hur-
dles that private mortgage-backed securities issuers face in playing 
a significant role in the Nation's housing credit markets. To miti-
gate the effects of this unfair competition, the administration is 
proposing legislation to impose user fees on FNMA and FHLMC, 
and to increase the fees paid to GNMA by issuers of mortgage-
backed securities. The fees would be the same for both FNMA and 
FHLMC and would be phased in over three years. Beginning in 
1990, new debt issued by the agencies to purchase mortgages would 
be charged 10 basis points, rising to 20 basis points in 1991 and to 
30 basis points in 1992. New mortgage-backed securities issued 
would be assessed a fee of 5 basis points in 1990, increasing to 10 
basis points in 1991 and to 15 basis points in 1992. 

Educational Assistance.—The Student Loan Marketing Associa-
tion, created in 1972, provides the major secondary market for 
student loans. In 1987, the College Construction Loan Insurance 
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Association was created to provide insurance for facilities loans to 
postsecondary institutions. 

Student Loan Marketing Association (SLMA or Sallie Mae).— 
Sallie Mae was created to expand the amount of funds available for 
insured student loans. It does so by providing liquidity to lenders, 
which include savings and loan associations, commercial banks, 
mutual savings banks, educational institutions, and State and non-
profit agencies. 

One method that Sallie Mae uses to provide liquidity is the 
operation of a secondary market for student loans through its 
purchase of existing insured student loans from lenders. Another 
method is through the provision of "warehousing" advances— 
Sallie Mae loans to lenders that are secured by student loans or 
certain types of obligations guaranteed by the Government. In such 
cases, the lenders continue to hold title to the loans and pay Sallie 
Mae interest on the funds borrowed. Advances are also available to 
State agencies making student loans as a taxable source of funds 
for their operations. 

Sallie Mae borrowing was carried out entirely through the Feder-
al Financing Bank (FFB), an arm of the U.S. Treasury, from May 
1974 until January 1982; since then, all of Sallie Mae's new borrow-
ings have been in the private credit markets. It will borrow an 
estimated $4.1 billion in 1989 and $4.5 billion in 1990. Sallie Mae is 
able to borrow at rates only slightly higher than Treasury bills, 
and virtually all of the student loans that it holds as assets are 100 
percent federally insured. Since GSL loans are guaranteed to yield 
the holder of the loan 325 basis points over 13- or 52-week Treasury 
bills, depending on the particular GSL component, Sallie Mae has 
maintained a profitable interest rate spread on its student loan 
portfolio even after its expenses in servicing student loans are 
taken into account. Sallie Mae's profit margins on its warehousing 
advances, however, are considerably lower. 

The continued profitability of Sallie Mae's operations ought to 
attract competitors to Sallie Mae's market and eventually drive 
down the yield associated with guaranteed student loans. However, 
such competition has not developed on a national basis. Like 
Fannie Mae and Freddie Mac in the secondary mortgage market, 
Sallie Mae's dominance of the secondary market for guaranteed 
student loans can apparently be attributed partly to the low-cost 
source of funds it enjoys as a GSE and, more importantly, to 
significant economies of scale. 

College Construction Loan Insurance Association (CCLIA or 
Connie Lee).—Connie Lee was authorized by Public Law 99-498 and 
incorporated in February 1987. It was organized as a private, for-
profit insurance corporation to guarantee and insure loans and 
bonds made for college construction and renovation. The authoriz-

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1990



SPECIAL ANALYSIS D D-17 

ing statute explicitly states that "no obligation which is insured, 
guaranteed, or otherwise backed by the corporation, shall be 
deemed to be an obligation which is guaranteed by the full faith 
and credit of the United States." In order to provide the initial 
capitalization, the Secretary of Education, the Student Loan Mar-
keting Association, and other investors are authorized to purchase 
stock in Connie Lee. The Secretary of Education purchased $19 
million in stock using funds appropriated for this purpose in 1988. 
Sallie Mae purchased $2 million of Connie Lee's stock in 1987. 

The Board of Directors currently consists of eleven members, 
four of whom are appointed by the Federal Government, three by 
Sallie Mae, and the rest by the voting stockholders. The statute 
authorizes the Secretary of Education to sell the Department's 
stock in Connie Lee after five years, and requires the Secretary to 
offer the stock to Sallie Mae prior to offering it to any other party. 
If the Federal Government sells its stock in Connie Lee and if 
Sallie Mae owns more than 50 percent of the voting common stock, 
the entire eleven members would be elected by the voting stock-
holders. 

V . CONTINGENT LIABILITIES AND FEDERAL DEPOSIT INSURANCE 

Contingent Liabilities.—The Federal Government provides guar-
antees and insurance against several types of risk for many sectors 
of the economy. If a given situation occurs, such as borrower de-
fault or natural disaster, the Government assumes a liability and 
makes payment to the insured party. However, if the specified 
situation does not occur, the Government is not liable for any loss. 

Table F-10 shows the current contingent liability of the Federal 
Government. Unlike an annual corporate financial statement, the 
data presented in the table do not represent the Government's 
expected loss contingency for 1988 alone, but rather the overall 
contingent liability or exposure of the Government resulting from 
all potential insurance claims and guaranteed loan defaults. As can 
be seen in the table, the Government bears risk from a variety of 
sources, including deposit insurance, loan guarantee programs, for-
eign political risk, flood and crop insurance, and pension insurance. 

The credit budget encompasses all loan guarantee programs, but 
only a small part of the transactions of Federal deposit insurance 
programs, and only the lending activity of the Pension Benefit 
Guaranty Corporation and Overseas Private Investment Corpora-
tion. Table F-10 also shows these and other programs that expose 
the Government to significant risk that are outside the scope of the 
credit budget; furthermore, there are additional, but smaller insur-
ance programs not in the table that increase the Federal contin-
gent liability. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1990



A-10 THE BUDGET FOR FISCAL YEAR 1990 

Table F-10. CONTINGENT LIABILITY OF THE FEDERAL GOVERNMENT 
(In billions of dollars) 

Actual 

1987 

Government-sponsored enterprises: 
Farm Credit System Financial Assistance Corporation 1 

Deposit Insurance: 
Federal Deposit Insurance Corporation 
Federal Savings and Loan Insurance Corporation 
National Credit Union Administration 

Subtotal, deposit insurance 
Other: 

Loan guarantee programs 2 

National flood insurance 
Overseas Private Investment Corporation insurance program 
Federal Crop insurance 
Pension Benefit Guaranty Corporation 

Subtotal, other 

Total, contingent liabilities 

NA 

1,605.7 
836.0 
152.9 

2,594.6 

816.5 
159.0 

9.4 
6.1 
3.8 

994.8 

3,589.4 
1 Newly created GSE 
2 Gross basis. 

The Federal Government, it can be argued, has additional contin-
gent liabilities as a result of an implicit Federal guarantee of loans 
made by off-budget Government-sponsored enterprises (see section 
on GSEs). GSE loans outstanding, which increased from $71 billion 
in 1975 to $666 billion in 1988, are projected to increase to $784 
billion in 1990. However, because the Government does not offer an 
explicit guarantee of GSE loans (except for the Financial Assist-
ance Corporation), these contingent liabilities can be considered 
"moral" rather than legal obligations of the Government. 

Deposit Insurance.—Federal deposit insurance programs account 
for the largest portion of the Government's contingent liability. 
The Federal Government insures depositors through the Federal 
Deposit Insurance Corporation (FDIC), the Federal Savings and 
Loan Insurance Corporation (FSLIC), and the National Credit 
Union Administration (NCUA). FDIC and FSLIC are currently ex-
periencing varying degrees of financial distress as a result of recent 
bank and thrift failures. Consequently, ensuring the solvency of 
deposit insurance programs, particularly FSLIC, has become a 
major economic priority. 

Congress first introduced Federal deposit insurance as part of the 
Banking Act of 1933, which sought to stabilize the nation's finan-
cial and monetary system by separating the securities and commer-
cial banking industries and by providing protection for bank de-
positors through the FDIC. In the event that an insured bank fails, 
the FDIC promises to repay its depositors' losses up to a maximum 
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of $100,000 per account. The FDIC relies on its reserve fund and on 
its $3 billion credit line at the U.S. Treasury to fulfill its guaran-
tees. In return for this insurance coverage, each insured bank pays 
the FDIC a fixed-rate premium. By the end of 1988, 98 percent of 
all banks were insured by FDIC, while insured deposits accounted 
for approximately 75 percent of total bank deposit balances in the 
U.S. 

FSLIC provides deposit insurance for Federal savings and loan 
associations, Federal mutual savings banks, and certain other 
State-chartered institutions of the savings and loan type. FSLIC 
provides deposit insurance up to $100,000 per account and operates 
in a similar way to FDIC: it uses insurance premiums collected 
from thrifts, other income, and statutory borrowing authority from 
both the Treasury ($750 million) and the Federal Home Loan 
Banks to protect federally insured depositors by liquidating or 
otherwise resolving financial problems of insolvent thrifts. Govern-
ment-insured deposits currently constitute 65 percent of all thrift 
liabilities and 87 percent of all deposits. 

Federal deposit insurance programs can pursue three main op-
tions in order to protect depositors at insolvent financial institu-
tions. They can: (1) liquidate the institution and pay insured deposi-
tors directly; (2) merge the troubled institution with a healthy 
institution, usually providing financial assistance to the acquiring 
partner (to compensate them for taking over "bad assets"); or (3) 
provide financial assistance directly to the troubled institution (in 
cases where the institution is considered vital to providing ade-
quate financial service to the community). From the depositors' 
standpoint, a merger is clearly preferred to a deposit payoff be-
cause all funds, including uninsured deposits, receive the same 
protection. However, the FDIC and other deposit insurers are 
bound by law to select an option on the basis of minimum expected 
cost or risk to the deposit insurance fund. 

The Federal deposit insurance system suffers from a number of 
structural weaknesses. Fixed-rate premiums are of particular con-
cern to many industry analysts and policy officials because, as long 
as the public believes in the insurers' ability to make payments, 
deposit costs are the same no matter how risky the asset portfolio. 
Private insurance companies, by contrast, charge variable-rate pre-
miums which vary according to the risk of the activity being 
under-written. Fixed-rate premiums create a private incentive to 
bear high levels of risk because (1) riskier assets offer higher ex-
pected returns and (2) fixed-rate premiums reduce the increase in 
deposit costs that would normally accompany greater bank portfo-
lio risk. Consequently, many banks and S&L's attempt to maximize 
expected profits by assuming high interest-rate and credit risk and 
by increasing their leverage. 
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In addition, deposit insurance programs have not in the past 
assessed and priced the risk associated with the off-balance-sheet 
activities (OBSAs) of financial institutions. OBSAs include standby 
letters of credit, foreign exchange transactions, asset sales with 
recourse, and interest-rate swaps. Because until recently regulators 
have not required banks to set aside capital against these activities, 
many banks have been rapidly increasing their involvement in 
OBSAs and have not charged sufficiently high fees to compensate 
for their contingent liabilities. In turn, FDIC's exposure to poten-
tial losses from banks heavily engaged in OBSAs has increased. 

FSLIC in Crisis.—Since 1980, the thrift industry has experienced 
a series of shocks, causing large numbers of thrift failures that 
have overwhelmed the FSLIC insurance fund. Initially, interest 
rate problems were the predominant cause of thrift failures: a 
combination of surging interest rates and the removal of regulatory 
controls on deposit interest rates exposed the vulnerability of an 
industry that funded long-term fixed-rate mortgages with short-
term deposits. Since the early 1980s, the recession in the agricul-
tural sector, the deterioration of energy state economies, misman-
agement, fraud, and credit risk have replaced excessive interest 
rate risk as leading causes of thrift failures. While the majority of 
thrifts remain profitable and viable, the severity of the thrift crisis 
and FSLIC's vulnerability are underscored by the following: 

• In the first half of 1988, the amount by which the liabilities of 
insolvent thrifts exceeded the book value of their tangible 
assets, increased from $22.4 billion to $30.8 billion. 

• Estimates of the potential cost to FSLIC of dealing with the 
insolvent thrifts have increased dramatically, with both 
FSLIC and GAO doubling their case resolution estimates in 
recent months. 

• The aggregate ratio of capital to assets in the thrift industry 
is 3 percent, well below the 6 percent capitalization of FDIC-
insured commercial banks. 

• Because of FSLIC's limited financial resources, the number of 
insolvent thrifts has remained well above 400 since 1984. 

In 1987, the Financing Corporation (FICO) was established by the 
Competitive Equality Banking Act to help recapitalize FSLIC. 
FICO is an instrument of the Federal Home Loan Bank Board. The 
$i0.8 billion recapitalization passed in August 1987 allowed the 
Bank board to announce in February 1988 its plan to consolidate 
and sell over 100 troubled Texas thrifts, as well as to set a goal of 
75 other closures per year through 1992. 

Moreover, the 1990 budget proposes that FSLIC spend $16 billion 
in 1989 and $9 billion in 1990 ($8.7 billion and $2.1 billion, respec-
tively, in excess of receipts to the FSLIC) to address the most 
serious thrift institution problems. The Secretary of the Treasury 
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has been directed to develop a comprehensive plan to resolve the 
savings industry's problems, and reform the financial institution 
regulatory structure and deposit insurance system to prevent a 
reoccurrence of these problems. The Treasury is expected to submit 
its proposals to the-new President shortly. 

FDIC Insurance Reserves Decline.—In calendar year 1988, the 
FDIC insurance fund experienced its first operating loss ever, re-
ducing reserves. Over 200 banks failed or were assisted using fund 
resources. However, in 1988, the number of banks on the insurer's 
problem list—an indicator of future insurance losses—continued to 
decline from its 1987 peak. 

U.S. banks recorded healthy profits in 1988, after a year of 
extraordinary losses. Nevertheless, concerns remain. Increased 
levels of nonperforming bank assets in 1988 represent a potential 
future danger sign. In addition, the FDIC has become increasingly 
concerned as banks and other institutions appear to be increasing 
their concentration in high-yield, high risk ("junk") bonds and 
highly leveraged loans used to pay for risky corporate restructur-
ings, particularly leveraged buyouts. In a leveraged buyout, manag-
ers of a public company borrow money to buy out the stockholders, 
using the company's assets for collateral, with the intention of 
paying off the debt with future profits. According to L. William 
Seidman, chairman of the FDIC, banks have already invested ap-
proximately $150 billion in leveraged buyout loans, and nearly 10 
percent of money-center banks' new business loans are for buyouts. 
The concern is that if interest rates rise or if an economic down-
turn occurs, many highly leveraged businesses may default on 
their loans, thereby saddling the banks that financed them with 
losses. 

On the other hand, the financing of highly leveraged transac-
tions is a legitimate and profitable banking activity as long as a 
bank's board of directors and management follow prudent banking 
principles to guard against unnecessary credit and legal risks. 
Should a leveraged buy-out end in bankruptcy, a bank is typically 
secured in two ways: it has a claim on the company's assets and as 
a senior debtor, it would be paid first from any available funds. 

V I . CHANGES IN THE QUANTITY AND PRICE OF FEDERAL CREDIT 

This section discusses some of the trends and policy initiatives in 
Federal credit activity that cut across programs. After a brief 
introduction to administration credit initiatives, this section exam-
ines the quantity of new Federal and federally assisted credit, 
including that of Government-sponsored enterprises (GSEs), and 
concludes with a brief discussion of issues concerning the price of 
Federal credit. 
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The major trend in Federal credit activity relates to the adminis-
tration's success in cutting, and in some instances reversing, the 
rate of growth in new direct loans. The administration has had less 
success, however, in reducing new loan guarantees. The reduction 
in the rate of growth in Federal credit activity results from meas-
ures taken by the administration to reduce Federal intervention in 
domestic credit markets. Reduced intervention has been accom-
plished through: 

• cuts in the volume of new credit authority; 
• specific credit program eliminations or drastic reductions; and 
• increases in interest rates, loan guarantee fees, loan origina-

tion fees, and delinquency fees. 
In addition, the administration has worked to improve the man-

agement of existing credit programs. By implementing modern 
business practices, the Government seeks to extend loans more 
prudently, service accounts more effectively, and collect payments 
more aggressively and in a more timely fashion. The goal of im-
proved credit management is advanced by loan asset sales and the 
privatization of collection activities. The policies related to the 
better management of Federal credit programs are detailed in 
OMB Circular A-70, "Policies and Guidelines for Federal Credit 
Programs," and OMB Circular A-29, "Managing Federal Credit 
Programs." 

The Office of Management and Budget (OMB) reissued Circular 
No. A-70, "Policies and Guidelines for Federal Credit Programs," 
on August 24, 1984. The circular places two sets of requirements on 
agencies. The first is to provide information on the costs and bene-
fits of Federal credit programs. This includes estimates of the 
alternative credit available from relevant private financial institu-
tions, Federal subsidies, and net default costs. The second require-
ment is that new legislation or policies for credit programs be 
consistent with sound credit policies set out in the circular. If 
current legislation does not conform to those policies, agencies are 
generally required to prepare proposals for recommendation to the 
Congress to change the legislation so the programs will conform to 
standards enunciated in Circular A-70. 

A Second OMB Circular, No. A-129, "Managing Federal Credit 
Programs," expands on many of A-70's principles. This circular, 
which is intended to be a comprehensive guide on servicing and 
collecting all Government receivables, including those arising from 
direct and guaranteed loans, grants and contracts, was recently 
revised. The changes made to the circular to improve credit admin-
istration include: 

• More definitive requirements for loan documentation that are 
comparable to private sector practices; 
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• A requirement for agencies to evaluate options of cross-servic-
ing and contracting-out rather than continue to operate in-
house systems; 

• Explicit standards of systems supporting account servicing 
activities. 

In 1989, a major effort will be undertaken to evaluate agency 
compliance with these and other requirements of A-129. Agencies 
not in compliance will be directed to undertake appropriate correc-
tive action. 

Changes in the Quantity.—Changes in the quantity of credit ac-
tivity in the economy are measured through the Federal Reserve 
Board's flow-of-funds accounts. Flow-of-funds accounts measure 
total net lending and borrowing between various sectors of the U.S. 
economy. Accordingly, comparing net Federal and federally assist-
ed lending to total net lending (to non-financial sectors) in the U.S. 
economy provides a means for quantifying the amount of net lend-
ing directly influenced by Federal programs. The flow-of-funds ac-
counts allow a comparison of changes in the degree of Federal 
influence over time. 

The accompanying chart summarizes these relationships during 
the last decade. Federal and federally assisted lending in a given 
year is the sum of direct, guaranteed and GSE loans outstanding at 
the beginning of the year minus the sum outstanding at the end of 
the year. The net amount of Federal and federally assisted lending 
was $109.4 billion in 1988. Total net funds loaned in credit markets 
to non-financial sectors was $745.5 billion in 1988. The participa-
tion ratio of Federal and federally assisted lending to total lending, 
therefore, was 14.7 percent in 1988. This is below the peak for this 
decade of 22.7 percent in 1980. 

These ratios should be used with caution for two reasons. First, 
and most importantly, the participation ratios measure volume and 
therefore do not indicate the full extent of Federal influence in 
allocating credit to favored borrowers. That influence is reflected 
in a more meaningful way by the degree of subsidy. A loan guaran-
tee with a small degree of subsidy does not allocate capital to the 
same degree as a direct loan with a high degree of subsidy. Yet, the 
lending participation ratios do not distinguish between a dollar of 
thinly subsidized loans and a dollar of heavily subsidized loans; 
they weigh both dollars equally. 

Second, the participation ratios are shown on an aggregate basis 
for the entire economy and so do not reveal the Federal influence 
on borrowing by particular sectors, such as households, corporate 
businesses, or farms. This means that some sectors may be more 
affected by changes in Federal credit program levels than others, 
even when the overall lending participation ratio remains the 
same. 
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The Federal Government not only lends to various sectors of the 
economy, but it also borrows. The scope and details of Federal 
borrowing are discussed in Special Analysis E ("Borrowing and 
Debt"). The net amount of Federal and federally assisted borrowing 
in 1988 was $295.9 billion. The borrowing participation ratio, there-
fore, was 39.7 percent in 1988. As shown in the accompanying 
chart, the borrowing participation ratio is more volatile than the 
lending participation ratio, ranging from 19.1 percent to 54.9 per-
cent of total borrowing between 1979 and 1988. The volatility is due 
primarily to swings in the budget deficit. Again, a cautionary note 
is in order. The full impact of Federal borrowing on the U.S. 
economy and the credit markets depends on competing demands 
from other borrowing sectors, as well as changes in the supply of 
credit available. Table F-22 at the back of this analysis provides 
additional details on participation ratios. 

Table F - l l summarizes outstanding Federal and federally assist-
ed loans from 1987 to 1990. Total direct loans outstanding at the 
end of 1988 were $222 billion and total guaranteed loans outstand-
ing were $550 billion. In 1988, Federal and federally assisted loans 
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outstanding increased by 9 percent over 1987. Increases of nearly 5 
percent in 1989 and and 6 percent 1990 are estimated. 

Table F - l l . SUMMARY OF OUTSTANDING FEDERAL AND FEDERALLY ASSISTED CREDIT 
(In billions of dollars) 

Actual Estimates 

1987 1988 1989 1990 

Direct loans 234.2 
507.0 
581.1 

222.0 
550.0 
666.1 

209.3 
586.6 
719.5 

199.5 
619.1 
784.3 

Primary guaranteed loans 
234.2 
507.0 
581.1 

222.0 
550.0 
666.1 

209.3 
586.6 
719.5 

199.5 
619.1 
784.3 Loans by Government-sponsored enterprises 

234.2 
507.0 
581.1 

222.0 
550.0 
666.1 

209.3 
586.6 
719.5 

199.5 
619.1 
784.3 

Total, Federal and federally assisted loans 

Federal debt held by the public 

1,322.3 1,438.1 1,515.4 1,603.0 Total, Federal and federally assisted loans 

Federal debt held by the public 1,888.1 
507.0 
569.2 

2,050.2 
550.0 
663.2 

2,193.8 
586.6 
734.0 

2,285.0 
619.1 
804.9 

Primary guaranteed debt (same as guaranteed loans above) 
Debt of Government-sponsored enterprises 

1,888.1 
507.0 
569.2 

2,050.2 
550.0 
663.2 

2,193.8 
586.6 
734.0 

2,285.0 
619.1 
804.9 

Total, Federal and federally assisted debt 2,964.3 3,263.4 3,514.4 3,709.1 

Changes in the Price.—As part of the administration goal of 
reducing Federal intervention in credit markets, interest rates and 
fees have been increased where possible and further increases are 
proposed for 1990. For example, in 1990, the administration pro-
poses to increase origination fees on loans guaranteed by the De-
partment of Veterans Affairs, the Commodity Credit Corporation, 
Farmers Home Administration, Rural Electrification Administra-
tion, and Small Business Administration. Interest rates and guar-
antee fees typically do not cover all the costs to the Federal Gov-
ernment of many credit programs. These costs include default risks 
for both direct and guaranteed loans, as well as servicing and 
administrative costs. 

VII. FEDERAL CREDIT SUBSIDIES 

Federal credit programs provide more favorable terms than bor-
rowers could otherwise obtain in the private market, and thus 
result in a subsidy to the borrower. For direct loans, a subsidy 
results when one or all of the following terms of Federal credit are 
in place: interest rates below commercial levels; longer maturities 
than fully private loans; deferral of interest; allowance of grace 
periods; waiver or reduction of loan fees; higher loan amount in 
relation to the value of the underlying enterprise than a fully 
private loan; and availability of funds to borrowers for purposes for 
which the private sector would not lend—at virtually any interest 
rate under virtually any repayment terms. 

For guaranteed loans, an interest rate subsidy occurs because the 
Government guarantee removes some or all risk of default or loss 
facing the lender and because the Government does not charge 
what a private insurer would charge for the same degree of guar-
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antee. In a few cases, notably guaranteed student loans, there is an 
additional, explicit payment by the Government of a portion of the 
borrower's interest. The lender is willing to lend to the guaranteed 
borrower at rates lower than the market rate since no premium, or 
less than a normal premium, for default risk is required. 

In many cases, large interest rate subsidies may be intended. The 
economic support fund, for example, used to extend loans at inter-
est rates of about 3 percent per annum in order to meet its objec-
tive of aiding foreign countries. In other cases, the extent of the 
subsidy may be unintentional, as when a direct loan program's 
interest rate is initially set at a level comparable to a market 
interest rate but is not changed to keep pace with changes in 
market interest rates over time. For example, in 1944 Congress set 
the interest rate on some loans of the Rural Electrification Admin-
istration at 2 percent, which was slightly higher than the cost of 
Treasury borrowing at that time. But while the cost of long-term 
Treasury borrowing has increased to higher levels through the 
years, REA's lending rate for its direct loans increased only to 5 
percent. 

However, neither the unified budget nor the credit budget ade-
quately takes into account the subsidy that results from interest 
rate spreads and other loan terms characteristic of Government 
credit. The cash outlays of the direct loan or loan guarantee pro-
gram are reflected in the unified budget, while the new levels of 
annual loan activity (direct loan obligations and guaranteed loan 
commitments) are summarized in the credit budget. 

The administration's credit reform proposal, summarized above 
and in Part 6 of the budget, would estimate the subsidy cost of 
Federal credit programs, require the appropriation of those subsi-
dies, and incorporate them in the unified budget. Under this pro-
posal, subsidies would be estimated using the same method used to 
estimate subsidies in this special analysis. The direct loan subsidy 
is calculated as the discounted or present value of the additional 
payments that the borrower would have been required to pay for 
the loan if it had been a purely private loan. This method requires 
an estimate of the interest rate and other terms on which a private 
lender would have lent to a representative borrower from that 
Federal program. 

To derive the rate of return on a representative private loan, 
estimates have been made of the private loan terms according to 
the purpose of the loan (e.g., to buy a house or to provide a small 
business with working capital) and the type of borrower (e.g., a 
high-risk company versus a low-risk company) typically associated 
with the particular direct loan program. The estimates take into 
account not only the differences in interest rates, but also the 
differences in loan fees, maturities, and repayment schedules that 
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would normally be expected for the type of loan being compared. A 
simplifying assumption used in these calculations is that a single 
example can adequately represent the array of loans in a given 
program. This assumption is not always a good approximation. 
Several agencies (e.g., the Export-Import Bank or the Small Busi-
ness Administration) have programs where loans are made to a 
variety of borrowers with widely dissimilar risk characteristics. In 
these cases, separate subsidy calculations should be made and a 
weighted average subsidy calculated. 

The discount rate used to evaluate the present value of the 
Government loan is the internal rate of return on the private loan. 
This rate is a more appropriate discount rate than the simple 
interest rate on the private loan, because that interest rate does 
not reflect the return that lenders receive from commitment com-
missions and other loan fees, nor does it reflect the maturity and 
repayment schedule. 

Table F-12 shows subsidy values for the obligations of direct loan 
programs in 1990. The present value of the total estimated subsi-
dies is $1.0 billion. 

The above method of evaluating direct loan subsidies measures 
the cost of Federal credit by comparing the terms and conditions of 
a similar loan from the private sector. This method is therefore the 
same as evaluating the subsidy as the difference between the face 
value of the loan and the proceeds from promptly selling the loan 
without recourse in the market. This difference measures the subsi-
dy as the equivalent of a grant that the Government provides to 
the borrower. The subsidy is therefore equivalent to direct budget 
outlays for grants made to individuals or businesses. In this 
manner the economic or programmatic effects of direct loans can 
be reasonably compared to the effects of budget outlays. 

Guaranteed loan subsidies are calculated by the same method as 
direct loan subsidies. The guaranteed loan subsidy is the present 
value of the additional payments that borrowers would have paid if 
the loan had not been guaranteed by a Federal agency, and, in a 
few cases, if the agency had not made explicit interest payments. 
In some cases, private insurance or guarantee coverage of a type 
offered by Federal programs is available from private insurers. An 
example is private mortgage insurance, which is comparable to the 
mortgage insurance or guarantees offered by the FHA and VA. In 
these instances, the subsidy can be measured by calculating the 
present value of the difference in the fees charged by the Federal 
Government and the fees that a private insurer would have 
charged to provide an identical guarantee. In other cases, private 
insurers simply do not offer insurance or guarantee coverage simi-
lar to that offered by Federal programs. The absence of private 
insurance may be because the credit risks of the guaranteed loans 
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Table F-12. ESTIMATED SUBSIDY COSTS FOR 1990 DIRECT LOAN OBLIGATIONS 

Agency and Program 

Present value of subsidy 

Percent of 
direct loan 
obligations 

Funds Appropriated to the President: 
AID private sector revolving fund 
OPIC 

Agriculture: 
Agricultural credit insurance fund 
Rural development insurance fund 
Rural development loan fund 
Rural housing insurance fund 
Public Law 480 export credits 
Rural Electrification Administration: 

Electric and telephone revolving fund 
Rural Telephone Bank 

Health and Human Services: 
Health resources and services 

Housing and Urban Development: 
Federal Housing Administration 
Housing for the elderly and handicapped 
Nonprofit sponsor assistance 
Flexible subsidy fund 

Interior: 
Bureau of Reclamation 
Bureau of Indian Affairs 

State Department: 
Emergencies in the diplomatic service 

Transportation: 
MarAd federal ship financing fund 

Veterans Affairs: 
Vendee loans 
Direct loans 
Vocational rehabilitation 

Federal Savings and Loan Insurance Corporation-
National Credit Union Administration-. 

Central liquidity facility 
Share insurance fund 

Tennessee Valley Authority: 
Power program 

3.3 
15.4 

20.8 
17.6 
67.4 
17.9 
71.2 

15.3 
15.3 

14.0 

3.1 
20.0 
22.0 
2 2 . 1 

52.0 

24.4 

27.7 

1.9 
6.6 

11.6 
15.0 
3.0 

3.0 
50.0 

0.1 

Total, direct loan subsidies.. 

are so large or so immeasurable that private insurers will not 
undertake to offer guarantees; sometimes, it may be because poten-
tial private insurance has been preempted by a Federal guarantee 
program, which inherently has an immensely larger capacity to 
bear risk and to charge guarantee fees below those the private 
insurer would charge. In these circumstances, the subsidy is calcu-
lated in terms of the interest rate and fees a private lender would 
have charged the borrower in the absence of a Federal guarantee. 

In both of these cases, as in the case of direct loans, the subsidy 
is equivalent to a grant paid by the Government to the borrower. 
The subsidy is thus equivalent to direct budget outlays for grants 
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made to individuals or businesses. In this manner, economic or 
programmatic effects of loan guarantees can be reasonably com-
pared to the effects of budget outlays. 

Table F-13 presents these subsidy calculations for the gross com-
mitments that loan guarantee programs are estimated to make in 
1990. The present value of the total estimated subsidies is $8.3 
billion. 

Table F-13. ESTIMATED SUBSIDY COSTS FOR 1990 GUARANTEED LOAN COMMITMENTS 

Present value of subsidy 

Agency and program Percent of Agency and program 
guaranteed loan Millions of dollars 

commitments 

Funds Appropriated to the President: 
AID private sector loans 8.2 4.1 
AID housing and other credit 21.5 21.5 
Overseas Private Investment Corporation 14.7 25.7 

Agriculture: 
Agricultural credit insurance fund: 4.2 124.9 
Commodity Credit Corporation: Export credits 14.5 798.0 
Rural development insurance fund 2.0 3.4 
Rural Electrification Administration 4.2 77.8 

Education: 
Guaranteed student loans 32.3 4,043.7 

Health and Human Services: 
Health education assistance loans 14.4 14.4 

Housing and Urban Development: 
Federal Housing Administration fund 1.2 804.0 
GNMA secondary mortgage guarantees 1.9 1,425.0 

Interior: 
Bureau of Indian Affairs 25.0 11.2 
Indian loan guaranty and insurance fund 3.0 1.3 

Veterans Affairs: 
Vendee loans 5.2 769.1 

Small Business Administration: 
5.2 769.1 

Business loans 0.7 25.6 
Export-Import Bank 1.3 136.4 
Federal Savings and Loan Insurance Corporation 25.0 4.8 

Total, guaranteed loan subsidies 8,290.8 8,290.8 

VIII. DEFAULTS 

Federal credit programs have markedly different objectives than 
private lending institutions, which seek profits. Several Govern-
ment credit programs, such as the Small Business Administration, 
are designed to play the role of "lender of last resort." Federal 
loans, therefore, often bear more risk than private lenders are 
willing to bear. Partially as a result, some Government loan pro-
grams have high default rates. The diverse characteristics of Feder-
al credit programs, each with its own legislative mandate and a 
variety of different borrowers, make it difficult to compare default 
rates among Federal programs. 
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Table F-14 shows the amount of direct loans written off and the 
amount of guaranteed loans terminated for defaults. Of all direct 
loans outstanding, only 1 percent are recorded as write-offs in 1988. 
Of total guaranteed loans outstanding, 2 percent are reported to be 
terminated in 1988. 

Table F-14. DIRECT LOAN WRITE-OFFS AND GUARANTEED LOAN TERMINATIONS FOR DEFAULTS 

In millions of dollars As percent. ige of outstanding loans1 

Estimated Estimated Actual Anti.ni moo 1QQO ACtUal 1988 1300 1989 1990 1989 1990 

Direct loans: 
FmHA agricultural credit insurance 1,282 2,900 2,900 4.83 12.11 14.17 
Rural housing insurance fund 50 70 80 0.19 0.26 0.32 
Economic development revolving fund 147 25 12 32.13 7.49 4.01 
Guaranteed student loans 52 97 214 1.00 1.62 3.17 
Other education loans 20 8 5 0.46 0.12 0.08 
Federal Housing Administration 32 32 35 0.66 0.57 0.55 
MARAD ship financing fund 359 24.68 
Small business assistance: 

359 24.68 

Business loans 366 344 336 13.26 13.32 14.07 
Disaster loan fund 127 115 102 3.64 3.71 3.86 

Other 97 92 91 0.06 0.07 0.07 

Total write-offs 2,532 3,683 3,775 1.11 1.71 1.85 

Guaranteed loans: 
Commodity Credit Corporation 272 208 202 6.29 3.24 2.23 
FmHA agricultural credit insurance 94 117 169 3.14 2.68 2.82 
Rural development insurance fund 52 50 47 2.88 3.05 3.03 
Economic development revolving fund 3 10 4 2.75 8.06 3.36 
Guaranteed student loans 1,438 1,885 2,038 3.28 3.78 3.77 
Federal Housing Administration fund 6,178 6,664 6,046 2.14 2.14 1.81 
MARAD ship financing fund 181 198 148 4.45 5.37 4.40 
VA loan guarantee revolving fund 2,322 2,408 2,184 1.57 1.61 1.47 
Small business assistance 465 471 435 4.97 4.70 4.05 
Other 190 55 142 0.73 0.17 0.39 

Total terminations 11,195 12,066 11,415 2.12 2.12 1.89 
1 Average of loans outstanding over year. 

The agriculture housing, education, and business loan programs 
have the highest estimated default or termination rates in 1988. 
Delinquencies and defaults in various agricultural programs can be 
traced to depressed market conditions. Starting in the early 1980s, 
the U.S. farm economy was characterized by declining income and 
asset values. As a result of the depressed conditions, delinquency, 
liquidation, and bankruptcy rates rose in the sector. At the same 
time, the Federal Government was prevented by court order from 
foreclosing on its agricultural loans in default. The Agricultural 
Credit Act of 1987 provided the FmHA with the authority to re-
structure farm loans when an ability to pay can be demonstrated. 
In November 1988, the court order barring FmHA foreclosures was 
lifted and the backlog in defaults will result in write-offs of from $5 
to $9 billion over the next few years. Near record levels of farm 
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income, including Government support payments, in 1988, and the 
decline in farm debt that is projected for the sixth straight year 
should help mitigate the high rate of defaults. 

Default rates for home mortgages have increased substantially in 
the 1980s. Appreciation of real estate prices is no longer an offset 
to poor credit screening. The VA loan guaranty revolving fund is 
experiencing a significant increase in the home loan guarantees 
terminated due to default in 1988. The FHA fund is also experienc-
ing higher default rates, with delinquencies of 60 days or more 
rising from 2 percent in 1979 to over 5 percent in the third quarter 
of 1988. Although many of the terminations are occurring in Texas 
and other Southwestern States, defaults have risen elsewhere as 
well. 

Guaranteed student loan terminations for default have been 
trending sharply upwards in recent years. The increase is the 
result of increased loan volume as well as a greater borrower 
propensity to default. 

The high business loan write-off and termination rates are attrib-
utable to the nature of these loans—to small businesses that are 
unable to obtain private financing. The failure rate is quite high 
for small businesses that are deemed creditworthy by private finan-
cial institutions; it is higher still for Federal borrowers who can not 
obtain private financing. 

Finally, there has been a growing awareness that losses in both 
direct and loan guarantee programs are higher than reported. In 
recognition of this problem, agencies have been instructed to peri-
odically review their existing portfolios and to write-off accounts 
that are determined to be uncollectible within a reasonable period 
of time. In 1988, $11.3 billion in uncollectible accounts were written 
off by agencies. However, further improvements in this area of 
credit management are needed. The agencies that have not already 
done so were directed to complete an initial review of their portfo-
lios in 1989. Also, Treasury's Financial Management Service will 
issue a guidance paper to assist agency portfolio managers in deter-
mining whether, when, and how to write off uncollectible accounts. 

I X . FEDERAL FINANCING BANK 

The Federal Financing Bank (FFB) began operation in May 1974 
as an agency of the Treasury Department to coordinate the financ-
ing of marketable Federal agency securities and to ensure that 
Federal agency borrowings are financed in a manner least disrup-
tive of private financial markets and institutions; it has been a 
significant factor in financing Federal credit activities since then. 

The FFB was designed to serve as a financial intermediary for 
the efficient financing of obligations issued, sold, or guaranteed by 
Federal agencies. Use of the FFB by Federal agencies leads to 
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lower debt financing costs than if the agencies or the guaranteed 
borrowers were to sell their obligations or seek credit individually 
in the credit market. Without the FFB, agency obligations would 
trade at premiums significantly above Treasury securities. These 
premiums would be due to the relative illiquidity, smaller size of 
issue, and unique financial terms of agency debt, which distinguish 
them from Treasury securities and each other. 

The FFB performs three functions: (1) it purchases guaranteed 
loan assets from Federal agencies; (2) it disburses loans directly to 
borrowers when the loans are 100 percent guaranteed by a Federal 
agency; and (3) it buys debt from Federal agencies that are other-
wise authorized to borrow from the public. In all cases, the oper-
ation of the programs financed through the FFB remain with the 
agencies. None of the three forms of FFB lending are recorded 
immediately as outlays; instead, outlays are recorded when the 
proceeds of borrowing are spent by the agencies. 

Prior to passage of the Balanced Budget and Emergency Deficit 
Control Act of 1985, the outlays of the first two types of transac-
tions were considered to be outlays of the FFB and were "off-
budget" from the perspective of the agencies involved. The third 
type of FFB transaction was considered to be a means of financing 
agency outlays. Under Section 214 of the Act, all transactions by 
the FFB on behalf of a Federal agency are now considered to be a 
means of financing for the agency. As a result, FFB transactions 
formerly presented as a separate line item in this analysis and 
elsewhere in the budget have been incorporated into the account of 
the agency originating the transaction. 

Table F-15 summarizes the activities of the FFB on behalf of the 
agencies it serves for 1988 through 1994. Table F-21 at the end of 
this document shows the activities of the FFB over the same period 
by agency and account. 

Table F-15. SUMMARY OF AGENCY BORROWING FROM THE FEDERAL FINANCING BANK 

(In millions of dollars) 

Estimates An+iinl 1000 Actual 1300 
1989 1990 1991 1992 1993 1994 

Credit related: 
New borrowing 1,045 5,374 4,573 4,045 3,027 2,164 1,394 
Net lending -13,346 -8 ,908 - 5 , 7 0 1 -3 ,399 -7 ,015 -6 ,275 -7 ,138 
Loans outstanding 121,349 112,441 106,740 103,340 96,325 90,050 82,912 

Other: 
New borrowing 3,919 2,025 4,833 2,156 1,548 807 948 
Net lending 2,323 1,178 1,937 1,578 789 - 3 90 
Loans outstanding 24,886 26,064 28,001 29,579 30,368 30,365 30,455 

Total, all FFB 
New borrowing 4,963 7,399 9,406 6,201 4,575 2,972 2,342 
Net lending -11,024 -7 ,730 -3 ,764 - 1 , 8 2 1 -6 ,226 -6 ,278 - 7 ,048 
Loans outstanding 146,235 138,500 134,740 132,919 126,693 120,415 113,367 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1990



SPECIAL ANALYSIS D D-17 

The Omnibus Budget Reconciliation Act of 1986 authorized that 
refinancing be accomplished using full Government guarantees in 
the private credit markets. Refinancing in this manner (1) is con-
trary to the ongoing role and effectiveness of the FFB; (2) interferes 
with the administration of Federal credit policy; (3) competes with 
the Treasury financing of the national debt; and (4) provides a 
further subsidy to borrowers. This subsidy would be provided to 
borrowers that have already received the lowest available rate at 
the time that they originally borrowed funds, and this subsidy 
would be provided outside of the normal appropriations process, 
without the determination of the need of the borrower for the 
subsidy. Prepayments of Rural Electrification Administration 
(REA) loans are proposed for 1990 using 80 percent guarantees for 
refinancing. This is estimated to yield $500 million in prepayments. 

The Omnibus Budget Reconciliation Act of 1987 authorized rural 
electric borrowers to prepay up to $2.0 billion of their REA guaran-
teed loans from the FFB, without premium or penalty. Prepay-
ments of $2.0 billion were made in 1988, with an associated taxpay-
er cost of $473 million. The taxpayer cost due to prepayments 
represents losses that occur when prepayment proceeds are rein-
vested at prevailing interest rates that are lower than the interest 
rates earned on the original loans. An additional $0.5 billion in 
premium-free prepayments, authorized by the 1987 Continuing Res-
olution, are expected to take place in 1989. 

The Continuing Appropriations Resolution for 1988 also included 
a provision that allows the FFB borrowers under foreign military 
sales (FMS) guarantees to prepay at par their debt with interest 
rates of 10 percent or higher. In 1988, the FFB received FMS 
prepayments of $2.5 billion, with an associated loss of $814 million. 
For 1989, FMS prepayments are estimated to be $4.2 billion. 

For 1990, the administration is proposing to sell loan assets that 
were financed by agency borrowing from the FFB. The proceeds 
from the sales are expected to be significantly less than what is 
necessary for the agencies to repay their debt to the FFB. In order 
to make the FFB "whole", that is, to ensure that the bank receives 
the full principal owed plus any prepayment premiums, the admin-
istration is proposing legislation that would create a Central Loan 
Accounting Account (CLAA), which would receive an appropriation 
to cover the losses to the FFB associated with the loan asset sales 
program. The CLAA account is expected to compensate the FFB for 
$0.7 billion in losses from loan asset sales in 1990. Because this is 
an intragovernmental transaction, it has no effect on the deficit. 

X . LOAN ASSET SALES TO THE PUBLIC 

The administration proposes to continue its program of selling 
existing and newly originated loan assets to the public without 
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recourse or the right to make a claim against the Federal Govern-
ment in the event of borrower default. The program was first 
proposed in the President's FY 1987 budget with the following four 
objectives: (1) reducing the Government's cost of administering 
credit by transferring portfolio management to the private sector; 
(2) providing an incentive for agencies to improve loan origination 
and documentation; (3) determining the actual subsidies of Federal 
credit programs; and (4) generating proceeds from the sale. The 
loan asset sales program is actually part of a larger strategy for 
managing Federal loan assets, which is discussed in a separate 
report, "Management of the U.S. Government." 
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Table F-16. LOAN ASSET SALES AND PREPAYMENTS 
(In millions of dollars) 

Agency or program 
Face value Gross 

Proceeds 
Net 

Proceeds 

1989 

Face value Gross 
Proceeds 

1990 

Face value Gross 
Proceeds 

Total 1988-90 

Face value 

PROCEEDS THAT REDUCE THE DEFICIT FOR GRH PURPOSES 

Routine and Ongoing in 1986: 
Sales: 

VA-Vendee loans 1 

Enacted by Legislation that counts for GRH purposes: 
Sales: 

Education-college housing 
Ed-college housing (junior cert.) 
Agric-RHIF junior certificates 

543 

524 

305 

292 

296 

291 

895 510 939 535 

32 
275 

Subtotal, sales.. 
Prepayments: 

Agriculture-RDIF.... 
Transportation 
Ex-lm Bank 

1,067 

1,644 
181 
643 

597 

1,062 
112 
643 

587 

1,062 
112 
643 

895 

513 
329 
525 

542 

328 
200 
525 

939 810 

27 15 

Subtotal, prepayments.. 

Subtotal, GRH 

2,468 1,817 1,817 1,367 1,053 27 15 

3,535 2,414 2,404 2,262 1,595 966 825 

PROCEEDS THAT DO NOT REDUCE DEFICIT FOR GRH PURPOSES 

Sales: 
Agriculture: 

RHIF.. 
RDIF 

Commerce-EDA 
Education-college housing.. 

400 256 
4,510 

120 
80 

475 

1,692 
77 
55 

261 

2,377 

524 

2,901 

2,157 
537 

1,168 

3,862 

6,763 

4,510 
520 
80 

475 
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Table F-16. LOAN ASSET SALES AND PREPAYMENTS—Continued 
(In millions of dollars) 

I Cn O 

Agency or program 
1988 1989 1990 Total 1988-90 

Agency or program 
Face value Gross 

Proceeds 
Net 

Proceeds Face value Gross 
Proceeds Face value Gross 

Proceeds Face value Gross 
Proceeds 

HHS-HMO/Medical facilities 162 

634 

87 

500 

162 

634 
236 
144 

87 

500 
174 
113 

HUD: 
Elderly & handicapped 

162 

634 

87 

500 

162 

634 
236 
144 

87 

500 
174 
113 

Public facilities 236 
30 
80 

389 

174 
23 
64 

209 

169 
23 
64 

208 

162 

634 

87 

500 

162 

634 
236 
144 

87 

500 
174 
113 FHA (single family) 

236 
30 
80 

389 

174 
23 
64 

209 

169 
23 
64 

208 

114 90 

162 

634 
236 
144 

87 

500 
174 
113 

FHA (multi-family) 

236 
30 
80 

389 

174 
23 
64 

209 

169 
23 
64 

208 

114 90 

162 

634 
236 
144 

87 

500 
174 
113 

GNMA 2 

236 
30 
80 

389 

174 
23 
64 

209 

169 
23 
64 

208 34 24 423 
299 

233 
182 Small Business 

236 
30 
80 

389 

174 
23 
64 

209 

169 
23 
64 

208 34 24 
299 182 

423 
299 

233 
182 

Subtotal, sales not in base 
Prepayments: 

FAP-FMS 

346 

3,152 
2,000 

131 
629 

27 

261 

3,152 
2,000 

131 
154 
25 

256 

3,152 
2,000 

131 
154 
25 

514 

5,000 
500 

346 

5,000 
500 

6,280 2,854 7,060 

8,152 
3,000 

206 
629 

27 

3,397 

8,152 
3,000 

206 
154 
25 

REA 

346 

3,152 
2,000 

131 
629 

27 

261 

3,152 
2,000 

131 
154 
25 

256 

3,152 
2,000 

131 
154 
25 

514 

5,000 
500 

346 

5,000 
500 500 

75 
500 
75 

7,060 

8,152 
3,000 

206 
629 

27 

3,397 

8,152 
3,000 

206 
154 
25 

RTB 

346 

3,152 
2,000 

131 
629 

27 

261 

3,152 
2,000 

131 
154 
25 

256 

3,152 
2,000 

131 
154 
25 

514 

5,000 
500 

346 

5,000 
500 500 

75 
500 
75 

7,060 

8,152 
3,000 

206 
629 

27 

3,397 

8,152 
3,000 

206 
154 
25 

Interior-Bureau of Reclamation 

346 

3,152 
2,000 

131 
629 

27 

261 

3,152 
2,000 

131 
154 
25 

256 

3,152 
2,000 

131 
154 
25 

500 
75 

500 
75 

7,060 

8,152 
3,000 

206 
629 

27 

3,397 

8,152 
3,000 

206 
154 
25 HUD-FHA (single family) 

346 

3,152 
2,000 

131 
629 

27 

261 

3,152 
2,000 

131 
154 
25 

256 

3,152 
2,000 

131 
154 
25 

7,060 

8,152 
3,000 

206 
629 

27 

3,397 

8,152 
3,000 

206 
154 
25 

Subtotal, prepayments not in base 5,939 5,462 5,462 5,500 5,500 575 575 12,014 11,537 

Total, all sales 1,413 858 843 1,409 888 7,219 3,664 9,961 5,346 

Total, all prepayments 

Grand total, sales and prepayments3 

8,407 7,279 7,279 6,867 6,553 602 590 15,876 14,422 Total, all prepayments 

Grand total, sales and prepayments3 9,820 8,137 8,122 8,276 7,441 7,821 4,254 25,837 19,768 

3 
M 
Od 
C I 

w 
3 

H > 
W 

co o 

1 Non-recourse sales that cannot be carried in GRH baseline for 1990 until authorization extending non-recourse sales is approved. 
2 Recourse sale. Proceeds are not included in either GRH or budget. 
3 Estimates in the budget for loan asset sales are larger than above totals because budget includes debt service calculations. 
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In 1987, the government sold loan assets with a face value of $4.4 
billion and received proceeds of $3.4 billion. In 1988, loans with a 
face value of $6.6 billion were sold or prepaid by borrowers, yield-
ing $4.9 billion in net receipts. In 1989, loans having a face value of 
$8.3 billion are estimated to generate $7.4 billion in offsetting 
collections. Additional sales were proposed but have been blocked 
by the Congress. For 1990, the administration is proposing sales 
and prepayments from nine different portfolios. The loans involved 
have a face value of $7.8 billion and are estimated to yield collec-
tions of $4.3 billion. 

The Federal Government's loan asset sales can be divided into 
two categories: (1) sales that reduce the fiscal year deficit for GRH 
purposes (i.e., in the GRH baseline), and (2) sales that do not reduce 
the deficit for GRH purposes. In order for sales to be included in 
the GRH baseline, they must have been routine and ongoing in FY 
1986 or have been enacted by legislation before September 18, 1987. 
Proceeds from these loan asset sales can be applied against the 
deficit in order to help meet deficit reduction targets set by GRH. 
Sales that do not meet either of the above criteria do not reduce 
the current year deficit for GRH purposes. 

Although loan asset sales reduce current budget deficits, they 
may increase future deficits by moving to the present the anticipat-
ed future streams of principal and interest payments from the 
loans. However, long-term administrative savings that are not ex-
plicitly reflected in the budget are being realized from the transfer 
of the servicing function to the private sector. In addition, major 
savings resulting from reduced delinquencies and defaults are an-
ticipated. Finally, to the extent that newly made loans are sold 
without recourse, the difference between the face and market 
values provides an objective measure of the subsidy implicit in loan 
programs. 

The nonrecourse requirement of loan asset sales is an important 
part of the pilot program. Although selling with recourse would 
yield a higher initial price than selling loans without recourse, the 
primary reason behind loan asset sales is to improve the Govern-
ment's credit management practices. Because Federal credit pro-
grams have emphasized loan origination as a means of achieving 
social objectives, agencies have often not implemented standard 
commercial practices with regard to collection and servicing. As a 
result, delinquency and default rates for Federal credit programs 
are frequently much higher than in the private sector. In addition, 
prior to the current loan sales program, agency procedures and 
standards varied and many field offices had inadequate documenta-
tion of their loans. 

If loans are sold with recourse, there is no incentive for Federal 
programs to improve the origination and documentation of loans 
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because investors will rely on the Federal guarantee rather than 
demand improved management of the underlying loans. Also, sell-
ing loan assets to the public with a Government guarantee is a 
form of Federal borrowing from the public in the sense that a 
contingent liability is created. Because this type of borrowing from 
the public is more costly than issuing Treasury securities—pur-
chasers of the guaranteed loan assets typically offer prices well 
below the face value of the loans because the assets may be rela-
tively illiquid or have unique characteristics that reduce their 
value to the purchaser—it is inefficient. 

A number of management improvements have already occurred 
as a result of the loan asset sales program. First, loan originations 
have been improved by including more rigorous legal review to 
ensure the enforceability of each loan contract. Second, deficiencies 
in loan documentation, as well as in computer support systems, 
have been identified and corrected. Third, in an effort to bring 
Federal agency account servicing more in line with private sector 
standards, agencies are now required to consider selling servicing 
rights to outside servicers, who would then receive a percentage of 
collections. Selling loan servicing rights is a new option for agen-
cies to evaluate along with cross-servicing and contracting out. 

Future sales will benefit from past sales in two additional ways. 
First, if default and recovery experience on the portfolios sold turn 
out to be better than expected, the Government will benefit to the 
extent that more optimistic assumptions will raise the proceeds 
from future sales. Second, the continuing sale of similar assets 
develops buyer familiarity with the Government assets and en-
hances the salability of future issues. 

To the extent possible, the sale of new loans will be emphasized 
in the 1989 and 1990 sales. This goal is in keeping with the credit 
reform initiative objective of measuring the subsidy element of 
Federal credit programs as the difference between the face and 
market value of a loan. The sale of loans as they are originated, as 
opposed to the sale of existing loan assets, not only provides infor-
mation on the subsidy inherent in Federal programs, but it more 
directly encourages improvement in loan origination and documen-
tation practices. Loans sell at a higher price if screening and 
documentation are up to private sector standards. The sale of loans 
close to the time of origination would make this connection be-
tween improved credit management and higher asset prices more 
direct than if the assets were to be sold at some indefinite point in 
the future. 

X I . LEASING 

The Federal Government is both a lessor and a lessee in hun-
dreds of leases involving billions of dollars every year. As a lessor, 
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the Government allows private entities to contract for the use of 
on-shore and off-shore acreage for oil and gas exploration, and 
lands for grazing and timber harvesting. Federal leases raise about 
$6 billion annually in proprietary receipts, primarily from rents 
and royalties on the Outer Continental Shelf. 

As a lessee, the Federal Government uses both operating and 
capital leases to contract with private enterprises to use office 
facilities, computers, telecommunications equipment, satellites, 
ships, cars, planes, and other equipment. Operating leases are nor-
mally short term and do not involve a transfer of title to the asset. 
That is, the lessor holds title to, performs maintenance on, and 
regains the asset after the lease period. 

Operating leases can be used to overcome peak load problems 
when the use of the asset is not needed indefinitely. Also, the 
lessee may not wish to take on the ownership risks of upkeep or 
may find that the lessor can provide more efficient maintenance 
services. Finally, the lessee may wish to avoid the purchase of an 
asset likely to be obsolete in a relatively short period of time. 

In contrast, a capital lease arrangement is long term and in-
volves a change in the basic ownership of an asset. In essence, 
capital leases are a means by which lessees can purchase an asset 
by borrowing from the lessor. This is obviously true in the case of 
lease-purchases, where the Government ends up holding title to the 
property at the end of the lease period. But even when this does 
not occur, if the lease covers a large part of the operating life of 
the asset, it has much the same economic impact as a front-end 
purchase that is eventually resold. 

From a budgetary standpoint, capital leases can be more attrac-
tive than purchasing assets. Leasing entails lower outlays in the 
short-term and, under some circumstances, less budget authority. 
When capital assets are purchased, their entire purchase price 
requires budget authority and is recorded as an outlay in the year 
of purchase. When capital assets are leased, only the annual lease 
payment is recorded as an outlay and, under certain lease con-
tracts, there is no recognition of obligations to make payments in 
future years. 

A number of agencies and committees of Congress have proposed 
financing schemes involving lease-purchase arrangements that 
enable agencies to purchase capital assets without having to score 
the full cost of the purchase in the current budget year. Such 
arrangements understate the true cost of capital acquisitions in the 
budget and allow the appearance of lower near-term outlays and 
budget authority at the expense of higher long-term costs. 

The President recently approved recommendations by the Do-
mestic Policy Council to oppose the use of lease-purchase arrange-
ments. The only exception to this is proposals to lease-purchase 
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special purpose facilities, which may be considered on a case-by-
case basis, as part of the annual budget review process. 

Lease-purchase arrangements are leases of capital assets where 
material ownership in the asset—i.e., most of the risks and rewards 
of ownership—is transferred from the lessor to the lessee. Essen-
tially, lease-purchase is an arrangement which provides a Federal 
agency with the authority to acquire effective ownership of existing 
facilities or to sign contracts with private developers to construct 
buildings or other facilities and pay the developers over an ex-
tended period of time as opposed to paying the developer as the 
construction is completed. 

Lease-purchase arrangements are more costly to the Federal 
Government than outright purchases, because agencies must pay 
the cost of the lessor's borrowing, which is more expensive than the 
cost of Treasury borrowing. Lease-purchase arrangements also 
create secondary markets for Federal Government borrowing, 
which compete with Treasury's borrowing and drive up the cost. 
Furthermore, unlike assets that are purchased directly, property 
acquired under lease-purchase is encumbered with respect to dis-
posal by the Federal Government. In considering whether to use 
leasing in place of direct Government purchase and ownership as a 
means of acquiring the use of capital assets, OMB Circular No. 
A-104 requires agencies to conduct a lease-versus-buy analysis. 

Like all contracts of the Federal Government, leases are subject 
to the requirements of the Anti-Deficiency Act (31 U.S.C. 1341). 
The Act requires the lessee agency to obligate sufficient funds to 
cover the Federal Government's maximum current liability unless 
Congress specifically says otherwise. Many proposed lease-purchase 
arrangements include specific language exempting the transactions 
from the Anti-Deficiency Act to allow agencies to enter into multi-
year contracts and obligate only annual costs. Exemptions from the 
Anti-Deficiency Act violate the fundamental principle that the full 
cost of all government activity be publicly displayed. 

Another objectionable method used to circumvent the require-
ments of the Anti-Deficiency Act and avoid front-end scoring of 
budget authority is to enter into lease-purchases that are clearly 
intended to be long-term but are written to limit the Federal 
Government's liability. The administration strongly opposes such 
methods. In the event lease-purchase arrangements do contain con-
tract clauses that expressly condition the Federal Government's 
obligation to pay on the availability of appropriations, they must 
be fully-funded and require sufficient budget authority in the first 
year to cover the full lifetime cost of the lease. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1990



SPECIAL ANALYSIS D D-17 

X I I . TAX-EXEMPT CREDIT 

Since the adoption of the tax code in 1913, State and local 
governments have issued bonds exempt from Federal taxation to 
finance public investments such as schools, highways, and water 
and sewer systems. In the past 20 years, these governments have 
also issued a large and rapidly growing number of "private-pur-
pose" tax-exempt bonds to finance both quasi-public facilities, such 
as ports and airports, and private sector projects, such as housing 
and shopping centers. Federal tax exemption increases the demand 
for these obligations, since it results in higher after-tax interest 
rates for the lenders and investors. This increase in demand re-
duces the pre-tax interest rates of these bonds relative to the pre-
tax interest rates of taxable securities. Tax-exempt interest rates 
have historically averaged about 75 percent of taxable interest 
rates on obligations of comparable risk and maturity (89 percent 
since the 1986 Tax Reform Act). Thus, tax-exempt financing pro-
vides benefits to both the borrower of funds and the investor in 
tax-exempt bonds. 

Tax exemption reallocates scarce credit resources, just as do 
Federal direct loans and loan guarantees. Borrowers aided by tax-
exempt status have access to credit resources at preferential inter-
est rates over competing borrowers without tax-exempt status. The 
Federal subsidy transferred to tax-exempt borrowers can be meas-
ured by the interest rate differential between tax-exempt and tax-
able bonds. However, whereas under a direct subsidy the benefits 
go entirely to the borrower, tax-exempt financing allocates a por-
tion of the subsidy to the investor—in the form of higher after-tax 
returns. Borrowers who benefit from both tax-exemption and Fed-
eral guarantees have an advantage over all other borrowers, in-
cluding the Federal Government, since the interest on Federal debt 
is taxable under Federal income tax (which requires the Govern-
ment to pay higher interest rates to investors). 

Although tax-exempt financing alters the allocation of credit and 
has costs similar to other Government financing programs, it is not 
included in the credit budget. Tax-exempt credit is not controlled 
by the budget process in the same manner as direct loans or 
guaranteed loans. Effective control of tax-exempt financing can 
only be achieved through legislated changes to the tax code. 

A relatively small portion of tax-exempt financing is guaranteed 
by the Federal Government, and is therefore included in the credit 
budget as guaranteed loan commitments. This occurs when the 
Federal Government guarantees the financial assets that underlie 
the tax-exempt obligation. Examples include State and local gov-
ernment bonds that finance home mortgages guaranteed by the 
Federal Housing Administration or the Department of Veterans 
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Affairs, or bonds that finance student loans guaranteed by the 
Department of Education. 

Another example of a tax-exempt bond that is indirectly guaran-
teed by the Federal Government is tax-exempt bond issues backed 
by special Treasury obligations, the State and local government 
series (SLGS). The bulk of these tax-exempt bonds have originated 
in connection with advance refundings. In an advance refunding, 
State and local governments purchase SLGS securities, which are 
used as collateral for an outstanding bond issue of the entity. The 
original issue is now "guaranteed" by the Federal Government. 

Advance refundings generally occur so that issuers of tax-exempt 
bonds can get out of restrictive covenants or realize debt service 
savings. An example of a restrictive covenant might be a limit on 
the dollar volume of bonds that an institution can issue. By using 
an advance refunding, the institution can issue a new series of 
bonds and exceed the limit originally agreed upon. 

In recent years, tax-exempt bonds collateralized by SLGS bonds 
have been growing in importance. At the end of 1987, approximate-
ly 140 billion of these bonds were outstanding, which represents 
nearly 20 percent of all outstanding tax-exempt issues. 

This administration and previous ones have believed that Feder-
al agencies should not offer direct or indirect guarantees for securi-
ties that benefit from tax-exempt status. First, tax-exempt financ-
ing is an inefficient means of financing, since the tax loss to the 
Treasury is greater than the savings from the lower financing costs 
available to the borrower. Therefore, it should not be stimulated by 
benefitting from a Government guarantee. Second, the guarantee 
of tax-exempt financing confers double benefits on investors in 
those securities: they pay no Federal income tax and they bear no 
default risk. This class of debt obligation is therefore superior to 
Treasury securities. 

Private Purpose Tax-Exempt Bonds.—In contrast to public pur-
pose bonds, private purpose bonds are issued by State and local 
governments for nongovernmental purposes, to provide benefits to 
private businesses, organizations, or individuals. There are four 
main categories of private purpose bonds: (1) mortgage revenue 
bonds, issued for the development of rental and owner-occupied 
housing for low-income households, (2) industrial development 
bonds (IDBs), used by private firms for a wide variety of purposes, 
(3) student loan bonds, issued by State authorities to increase funds 
available for guaranteed student loans, and (4) bonds for non-profit 
institutions, such as hospitals and universities. 

Private purpose tax-exempt financing is typically handled 
through authorities established by State and local governments to 
act as financial institutions. These authorities use their tax-exempt 
status to either (1) finance the purchase of an asset, which in turn, 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1990



SPECIAL ANALYSIS D D-17 

is purchased or leased from them by the borrower, or (2) simply 
lend the proceeds of a bond issue to a private borrower. In general, 
the private borrower is solely responsible for the payment of inter-
est and principal even in the event of default. The State or local 
government, in some cases, can benefit from investment earnings 
on funds held for short periods and from fees paid by borrowers. 

Starting with the 1968 and 1969 tax acts and most recently in 
the Tax Act of 1986, various prohibitions have been enacted 
against private purpose bonds. Tax-exempt private-purpose bonds 
are still permitted for the financing of "public" activities or facili-
ties, but most of the business or private purpose types of bonds are 
now taxable. 

Table F-17 shows the growth in the volume of long-term, tax-
exempt bonds. In anticipation of restrictions on tax-exempt bonds 
being incorporated into the 1986 Tax Act, the growth in volume in 
tax-exempt securities was unusually high in 1985. In 1986 and 
1987, the volume of new issues dropped off markedly as a result of 
the large volume issued in 1985 and the effects of tax reform. 
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Table F-17. TAX-EXEMPT FINANCING 
(In billions of dollars) 

Actual Preliminary Estimated 

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Private purpose tax-exempts 28.1 32.5 30.9 49.6 57.1 74.0 124.2 32.5 32.0 35.8 37.7 30.8 
Housing bonds 12.1 14.0 4.8 14.6 17.0 20.5 42.3 7.9 10.2 12.3 12.1 4.8 

Single-family mortgage subsidy bonds 7.8 10.5 2.8 9.0 11.0 12.8 14.6 5.3 7.8 10.1 10.0 2.8 
Multi-family rental housing bonds 2.7 2.2 1.1 5.1 5.3 5.5 25.5 2.3 2.2 2.0 1.9 1.8 
Veterans general obligation bonds 1.6 1.3 0.9 0.5 0.7 2.2 2.2 0.3 0.2 0.2 0.2 0.2 

Private exempt bonds1 3.2 3.3 4.7 8.5 11.7 11.7 39.1 6.6 12.7 13.5 14.4 15.4 
Student loan bonds 0.6 0.5 1.1 1.8 3.3 1.2 0.1 2.6 1.7 2.1 2.2 2.2 
Pollution control industrial bonds 2.5 2.5 4.3 5.9 4.5 8.1 8.0 2.4 2.6 2.6 2.7 2.7 
Small-issue industrial development bonds 7.5 9.7 13.3 14.7 14.7 18.3 18.4 7.9 2.8 2.9 3.2 0.9 
Other industrial development bonds2 2.2 2.5 2.7 4.1 6.0 14.1 16.4 5.1 2.0 2.4 3.1 4.8 

Public purpose tax-exempts3 20.3 22.0 24.2 35.3 36.2 41.7 99.6 114.4 68.9 69.5 76.5 84.1 

Total new issues, long-term tax-exempts4 48.4 54.5 55.1 84.9 93.3 115.7 223.8 146.9 100.9 105.3 114.2 114.9 
1 Private exempt entity bonds are obligations of the Internal Revenue Code Section 501(c)(3) organizations such as private non-profit hospitals and educational facilities. 
2 Other IDBs include obligations for private businesses that qualify for tax-exempt activities such as sewage disposal airports, and docks. 
3 While most of these are commonly referred to as governmental bonds some may be nongovernmental. 
4 Includes long-term refunding bonds including advance refundings. 
Source: Office of Tax Analysis 
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The pattern of growth in new issues of private purpose tax-
exempt bonds was similar to the pattern of issuance for all bonds. 
In 1985, the volume of private purpose bonds issued rose dramati-
cally and then dropped off considerably in 1986 and 1987. 

In 1976, private purpose tax-exempt bonds accounted for one-
third of total tax-exempt, long-term issues. This percentage rose to 
60 percent by 1980, and remained fairly constant until 1986 when 
the percentage dropped back to 20 percent of the total. Again, the 
change in the proportion of private purpose versus public purpose 
bonds reflects the 1986 Tax Act prohibitions against this type of 
tax exemption. 

During the 1980s, congressional restrictions on the use of tax-
exempt bonds have included limiting the volume of new issues of 
tax-exempt bonds for some activities and setting expiration dates 
on the use of tax-exempt financing for other activities. Most recent-
ly, the Tax Reform Act of 1986 (TRA) made the alternative mini-
mum tax applicable to interest earned on newly issued private-
purpose bonds and placed a single state-by-state limit on the 
volume of new issues of IDBs, student loan bonds, and housing and 
re-development bonds. The new volume limits for States, which are 
more restrictive than prior law limits, are the greater of $50 per 
resident or $150 million a year. Bonds for publicly owned airports, 
ports, and solid waste disposal facilities, and for non-profit 501(c)(3) 
organizations (primarily hospitals and educational institutions) are 
exempt from the new volume limits. With the exception of hospi-
tals, however, non-profit institutions may not issue bonds if they 
have more than $150 million in tax-exempt debt outstanding. This 
provision will primarily affect large universities. Tax exemption for 
mortgage revenue bonds and for small-issue IDBs (under $10 mil-
lion) used for manufacturing facilities will terminate at the end of 
1989. 

Owing to the specific provisions of the 1986 Tax Act, the supply 
and the demand for municipal bonds are both expected to decrease. 
The volume of new, private purpose bonds over the next five years 
will be about 20 percent less than it would have been under previ-
ous law. In addition, the type of bonds issued as well as the type of 
investors purchasing bonds are expected to change. 

On the demand side of the municipal bond market, the outlook is 
less predictable. The across-the-board reduction in marginal tax 
rates for both individuals and corporations, the alternative mini-
mum tax provision that could be triggered for certain taxpayers 
investing in industrial development bonds that are still exempt 
under the regular tax, and the elimination of the tax deduction on 
interest that commercial banks used to enjoy when they borrowed 
money to buy municipal bonds are three provisions that will tend 
to reduce the demand for tax-exempt bonds. Still, the Tax Act also 
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A-10 THE BUDGET FOR FISCAL YEAR 1990 

included provisions that will tend to increase the demand for tax-
exempt bonds. Individuals who have not previously purchased tax-
exempt bonds may turn to the municipal market as other means 
for sheltering income from Federal income tax are sharply cur-
tailed. Similarly, the base-broadening measures aimed at business 
will tend to increase taxable income in certain sectors of the econo-
my and may increase the demand for municipals. 

XIII . SUMMARY 

To gain better control over Federal credit, since January 1980 
the budget has included a credit control system, composed of the 
credit budget and credit limitations proposed in individual appro-
priations bills. This system has been strengthened by Gramm-
Rudman-Hollings, which requires Congress to establish aggregate 
limits on new direct loan obligations and guaranteed loan commit-
ments in the budget resolution process, and incorporates credit in 
the budget reconciliation process. The management of Federal 
credit programs has been improved through the application of the 
administration's management improvement program. 

Control over credit programs would be further improved by adop-
tion of the administration's credit reform initiative. Under this 
reform, Federal agencies would obtain appropriations equal to the 
subsidy component of direct loans and loan guarantees they make 
each year. The subsidy costs of operating these programs could 
then be compared to the cost of grants and other Federal spending 
programs. Policy makers would thus have information to choose 
the form of Federal activity that is most cost effective in delivering 
economic and social benefits. 

X I V . APPENDIX: ADDITIONAL DISCUSSION OF FEDERAL CREDIT 
PROGRAMS AND RELATED ISSUES IN THE 1989 BUDGET DOCUMENTS 

• Special Analysis E ("Borrowing and Debt") contains informa-
tion on Federal borrowing, borrowing by Government-spon-
sored enterprises, and the Federal Financing Bank. 

• Special Analysis G ("Tax Expenditures") contains information 
on tax-exempt borrowing. 

• Special Analysis H ("Federal Aid to State and Local Govern-
ments") contains information on Federal loans to State and 
local governments. 

• Part 5 of the Budget ("Meeting National Needs: The Federal 
Program by Function") contains a discussion of major credit 
programs by budget function (e.g., Agriculture, Commerce and 
Housing, International Affairs). 

• Part 6 of the Budget ("Federal Credit") presents an outline of 
the credit reform initiative and a summary of much of the 
material in this special analysis. 
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SPECIAL ANALYSIS D D-17 

• Part 10 of the Budget ("Summary Tables") contains summary 
tables of the credit budget totals (Tables 20 and 21) and sum-
maries by agency and function of direct loan obligations, 
guaranteed loan commitments, and program subsidies (Tables 
22 and 23). 

• The Budget Appendix contains detailed information for each 
credit program by budget account. Part I of the Appendix 
("Detailed Budget Estimates") provides credit program infor-
mation for Federal agencies. Part IV ("Government-Sponsored 
Enterprises") provides information on these enterprises. 

• The Historical Tables contain data on total direct loan obliga-
tions by sector—agriculture, business, education, and hous-
ing—and by agency or program for the period 1951-1994. 

• Management of the United States Government, contains dis-
cussions of credit program management issues, the debt col-
lection report, and agency credit management goals. 
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Table F-18. DIRECT LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)—Continued 

Agency or Program Actual 1 
Estimate 

1989 1990 1991 1992 1993 

Funds Appropriated to the President: 
Economic support fund 

Foreign military sales-

Guarantee reserve fund (foreign military sales defaults).. 

OPIC loan subsidies.. 

OPIC.. 

AID functional development assistance-

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

98 
95 
58 

6,368 

4,049 
4,324 

-2,901 
22,034 

125 
9 

6,377 

410 
4,208 

-4,899 
17,135 

125 
9 

6,385 

125 
6 

6,391 

50 . 
-37 
6,354 

-91 
6,263 

2,524 
466 

17,601 

2,126 
322 

17,923 

1,236 
-461 
17,462 

431 . 
-1,054 
16,408 

1,183 
638 

1,963 

1,118 
594 

2,557 

887 
720 

3,276 

17 
1 
1 
1 

725 
523 

3,799 

17 
7 
7 
8 

725 
489 

4,288 

17 
11 
11 
19 

725 
473 

4,761 

18 
11 
10 
29 

23 
11 
2 

51 

49 
220 
212 

3,867 

23 
15 
5 

57 
* 

61 
2 

- 7 
53 

2 
- 7 
46 

200 
175 

4,041 

200 
166 

4,207 

200 
157 

4,364 

200 . 
146 

4,510 
—70 
4,440 
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AID development loans revolving fund. 

AID private sector loan subsidies 

AID private sector revolving fund 

AID housing & other credit guarantees 

AID miscellaneous appropriations 

Agriculture: 
Farmers Home Administration: 

Agricultural credit insurance fund subsidies. 

Agricultural credit insurance fund, 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in t 
Outstandings.. 

Obligations 
Loan disbursements.. 
Change in t 
Outstandings.. 

Obligations 
Loan disbursements.. 
Change in t 
Outstandings.. 

Obligations 
Loan disbursements.. 
Change in c 
Outstandings. 

Obligations 
Loan disbursements.. 
Change in i 
Outstandings.. 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

-346 
8,544 

9 
6 
5 

23 

59 
26 

119 

-1 
316 

1,168 
1,064 

-2,119 
25,481 

-364 
8,180 

5 
28 

69 
26 

145 

- 8 
308 

1,767 
1,611 

-3,081 
22,400 

—371 
7,809 

75 
34 

179 

- 8 
300 

900 
662 
862 
862 

95 
-4,733 
17,666 

-373 
7,436 

2 
-5 
24 

49 
21 

199 

-9 
291 

700 
510 
649 

1,512 

14 
-4,553 
13,113 

-381 
7,055 

- 8 
16 

52 
19 

218 

-10 
281 

650 
452 
543 

2,054 

11 
—2,377 
10,736 

-360 
6,695 

- 7 
9 

51 
15 

233 

-10 
in 

600 
402 
371 

2,425 

6 
-2,160 
8,575 

-364 
6,331 

-5 
4 

52 
11 

244 

-11 
261 

550 
352 
303 

2,729 

CZ3 
H O i—( > 
r > 

> r 
KJ 
ffi 

9 
-2,040 
6,536 i O i 00 
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Table F-18. DIRECT LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)—Continued 

Agency or Program Actual 1988 
Estimate 

1990 1991 1992 1993 1994 

550 520 465 435 380 
10 64 84 84 76 

458 470 446 397 328 
458 928 1,374 1,771 2,099 

728 233 80 3 5 
-5,812 -2,181 -2,189 -2,125 -1,972 
21,620 19,439 17,250 15,125 13,153 

200 200 200 200 200 
8 52 120 160 170 
8 52 118 154 159 
8 60 178 332 491 

371 294 154 77 69 
111 51 -91 -64 —70 

4,622 4,673 4,582 4,518 4,448 

14 14 14 14 14 
1 6 11 14 14 
1 6 11 13 13 
1 8 19 32 45 

10 8 3 
8 6 1 -2 -2 

46 52 53 51 49 

Rural housing insurance subsidies.. 

Rural housing insurance fund. 

Rural development insurance subsidies.. 

Rural development insurance fund.. 

Rural development loan fund subsidies.. 

Rural development loan fund 

Obligations 
Loan disbursements. 
Change in t 
Outstandings.. 

Obligations 
Loan disbursements.. 
Change in c 
Outstandings. 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements., 
Change in t 
Outstandings. 

Obligations 
Loan disbursements.. 
Change in c 
Outstandings. 

Obligations 
Loan disbursements.. 
Change in t 
Outstandings. 

2,319 
2,013 

587 
27,098 

426 
537 

-1,289 
5,141 

14 

-1 
32 

2,325 
1,856 

335 
27,432 

426 
441 

-631 
4,510 

14 
8 
6 

38 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1990



Commodity Credit Corporation: 
Export loan subsidies 

Short and medium term export loans.. 

Commodity loans.. 

Storage facility loans.. 

Rescheduled guaranteed loans.. 

Public Law 480 loan subsidies.. 

Public Law 480 long-term export credits.. 

Rural elec & telephone loan subsidies.. 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in t 
Outstandings.. 

Obligations 
Loan disbursements.. 
Change in t 
Outstandings.. 

Obligations 
Loan disbursements 
Change in outstandings., 
Outstandings 

Obligations 
Loan disbursements.. 
Change in t 
Outstandings. 

Obligations 
Loan disbursements.. 
Change in t 
Outstandings. 

Obligations 
Loan disbursements 
Change in outstandings., 
Outstandings 

Obligations 
Loan disbursements., 
Change in i 
Outstandings.. 

-45 
733 

13,302 
13,302 

-6,779 
8,329 

1 
1 

-41 
25 

289 
287 

2,912 

837 
762 
413 

11,632 

-1 
732 

6,095 
6,095 

-2,568 
5,761 

-18 
7 

231 
407 

3,320 

791 
791 
582 

12,214 

-33 

8,040 
8,040 
-911 
4,849 

-5 
2 

232 
338 

3,658 

747 
747 
740 
740 

-191 
12,024 

96 
96 

103 

153 
-125 

575 

8,829 
8,829 
-396 
4,453 

- 2 

306 
3,964 

759 
759 
731 

1,471 

-176 
11,847 

180 
180 
283 

81 
-212 
362 

3,092 
3,092 
-373 

227 
4,191 

770 
770 
758 

2,229 

— 197 
11,651 

259 
259 
542 

11 
-312 

51 

7,149 
7,149 
-321 
3,759 

224 
4,415 

779 
779 
776 

3,004 

—207 
11,444 

1 
1 

264 
264 
805 

11 
-323 
-273 

5,852 
5,852 
-342 
3,417 

202 
4,617 

786 
786 
767 

3,771 

-201 
11,243 

1 
1 

co 
M 
o 

> > 
r 
co H-1 

Oi cn 
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Table F-18. DIRECT LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)—Continued 

Agency or Program Actual 1988 
Estimate 

1989 1990 1991 1992 1993 

Rural electrification and telephone revolving fund.. 

Rural telephone bank subsidies. 

Rural telephone bank.. 

Commerce: 
Economic development revolving fund.. 

EDA miscellaneous appropriations.. 

ITA operations and administration. 

Obligations 
Loan disbursements.. 
Change in t 
Outstandings. 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

1,590 
959 

-222 
34,354 

1,795 
1,195 

30 
34,384 

1,057 
—147 
34,237 

125 
8 
8 
8 

841 
-152 
34,084 

125 
34 
34 
41 

614 
-421 
33,663 

125 
59 
59 

100 

80 
119 

-33 
1,413 

177 
116 
92 

1,505 

112 
11 

1,517 

90 
64 

1,580 

69 
40 

1,620 

12 
-197 
359 

10 
-50 
309 

4 
-19 
290 

3 
-21 
269 

2 
-16 
253 

- 2 
83 

- 2 
80 

-80 

411 
-411 
33,252 

125 
76 
76 

176 

53 
21 

1,641 

1 
-14 
238 
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NOAA coastal energy impact fund.. 

NOAA Federal ship financing (fishing). 

Defense: 
Navy industrial fund-

Education: 
Guarantees of SLMA obligations-

Guaranteed student loan subsidies. 

Guaranteed student loans.. 

National direct student loans.. 

Obligations 
Loan disbursements 
Change in outstandings 
Outstandings 

Obligations 

- 1 
87 

- 2 
85 

- 2 
83 

- 2 
81 

- 2 
79 

- 2 
77 

- 2 
75 

Loan disbursements 5 
-11 

1 

6 
3 

11 
Change in outstandings 

5 
-11 

1 

6 
3 

11 
—3 

8 
- 3 

5 
- 3 

2 
- 2 

Outstandings 

5 
-11 

1 

6 
3 

11 
—3 

8 
- 3 

5 
- 3 

2 
- 2 

Obligations 

5 
-11 

1 

6 
3 

11 
—3 

8 
- 3 

5 
- 3 

2 

Loan disbursements 
Change in outstandings 
Outstandings 

Obligations 

-29 
1,759 

-38 
1,721 

-48 
1,672 

-48 
1,624 

-48 
1,576 

-48 
1,528 

-49 
1,480 

Loan disbursements 
Change in outstandings -30 

4,910 
-30 
4,880 

-30 
4,850 

-30 
4,820 

-30 
4,790 

-30 
4,760 Outstandings 

Obligations 

-30 
4,910 4,910 

-30 
4,880 

-30 
4,850 

-30 
4,820 

-30 
4,790 

-30 
4,760 

Loan disbursements 16 
16 
16 

96 
78 
94 

338 
281 
374 

892 
744 

1,119 

1,142 
886 

2,005 
Change in outstandings 

16 
16 
16 

96 
78 
94 

338 
281 
374 

892 
744 

1,119 

1,142 
886 

2,005 Outstandings 

16 
16 
16 

96 
78 
94 

338 
281 
374 

892 
744 

1,119 

1,142 
886 

2,005 

Obligations 

16 
16 
16 

96 
78 
94 

338 
281 
374 

892 
744 

1,119 

1,142 
886 

2,005 

Loan disbursements 
Change in outstandings 
Outstandings 

Obligations 

1,336 
801 

5,593 

1,750 
806 

6,399 

1,896 
682 

7,081 

1,883 
399 

7,480 

1,680 
-28 
7,452 

1,146 
-719 
6,734 

1,007 
-992 
5,742 

Loan disbursements 
Change in outstandings, 
Outstandings 

-53 
604 

-15 
588 

- 9 
579 

- 5 
574 

- 6 
568 

- 8 
560 

- 6 
554 
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Table F-18. DIRECT LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)—Continued 

Agency or Program Actual 1988 
Estimate 

Agency or Program Actual 1988 
1989 1990 1991 1992 1993 1994 

College housing & academic facilities Obligations 62 
4 
4 
4 

30 
39 
39 
43 

College housing loans 

Loan disbursements 
62 
4 
4 
4 

30 
39 
39 
43 

46 
46 
89 

39 
39 

128 

18 
18 

145 

6 
4 

149 

College housing loans 

Change in outstandings 
Outstandings 

Obligations 

62 
4 
4 
4 

30 
39 
39 
43 

46 
46 
89 

39 
39 

128 

18 
18 

145 

6 
4 

149 
-2 
147 

Higher education 

Loan disbursements 
Change in outstandings 
Outstandings 

Obligations 

36 
-489 

705 

32 
-15 
690 

30 
-430 

260 

20 
8 

268 

24 
11 

279 

9 
-6 
273 

12 
-5 
268 

Higher education facilities loans and insurance 

Loan disbursements 

Higher education facilities loans and insurance 

Change in outstandings -22 
28 

—8 
20 

-5 
15 

-15 

Higher education facilities loans and insurance 

Outstandings 
-22 

28 
—8 
20 

-5 
15 

-15 

Higher education facilities loans and insurance Obligations 

-22 
28 

—8 
20 

-5 
15 

Energy: 
Geothermal resources 

Loan disbursements 

Energy: 
Geothermal resources 

Change in outstandings .... 
Outstandings 

Obligations 

-108 
111 

-13 
98 

-53 
45 

-3 
42 

-3 
39 

-3 
37 

-3 
34 

Bonneville Power Administration 

Loan disbursements 50 
34 
50 

Bonneville Power Administration 

Change in outstandings 
50 
34 
50 

Bonneville Power Administration 

Outstandings 

Obligations 

50 
34 
50 50 50 50 50 50 50 

Loan disbursements 
Change in outstandings 
Outstandings 

* 
4 

* 
4 

* 
4 

* 
4 

* 
4 

* 
3 

* 
3 
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Health and Human Services: 
Medical facilities guarantees and loan fund.. 

Health maintenance organization loan fund.. 

Health resources and services.. 

Health professions graduate student insurance fund.. 

Housing and Urban Development: 
Flexible subsidy fund loan subsidies.. 

Flexible loan subsidy program. 

Low-rent public housing.. 

Obligations 
Loan disbursements 
Change in outstandings. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings., 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements. 
Change in t 
Outstandings. 

Obligations 
Loan disbursements 
Change in outstandings. 
Outstandings 

3 
3 

- 6 
124 

7 
7 

- 2 
122 . 

6 
6 . 

-122 . 

-10 
82 

73 
514 

34 
21 
30 
79 

68 

-10 
72 

- 2 
512 

39 
21 
31 

110 

- 72 . 

- 2 
510 

41 
22 
33 

144 

36 . 
9 
9 
9 

507 

45 
21 
31 

174 

37 
37 
46 

52 
52 

121 

40 , 
40 . 

161 161 

—3 
505 

48 
20 
28 

203 

38 
37 
83 

161 

-37 
2,037 

-42 
1,995 

-44 
1,951 

—47 
1,904 

-50 
1,853 

—3 
502 

52 
16 
22 

225 

38 
38 

121 

161 

-52 
1,801 

—3 
499 

52 
16 
22 

246 

38 
38 

159 

161 

-54 
1,747 

co 
O 

> > 

5 CO 
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Table F-18. DIRECT LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)—Continued 

Agency or Program Actual 1988 
Estimate 

1989 1990 1991 1992 1993 

Housing for the elderly or handicapped subsidies.. 

Housing for the elderly or handicapped.. 

GNMA emergency mortgage purchases. 

Mortgage-backed securities subsidies.. 

Payments on mortgage-backed securities.. 

FHA subsidies-

Federal Housing Administration fund.. 

Obligations 
Loan disbursements. 
Change in t 
Outstandings.. 

Obligations 
Loan disbursements.. 
Change in t 
Outstandings. 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements. 
Change in i 
Outstandings.. 

Obligations 
Loan disbursements 
Change in outstandings. 
Outstandings 

Obligations 
Loan disbursements.. 
Change in c 
Outstandings.. 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

32 30 28 . 
8 
8 
8 

565 
335 
298 

6,863 

480 
339 
301 

7,165 

360 
-313 
6,851 

449 
-225 
6,626 

498 
-177 
6,449 

2 
-422 

34 
-34 

413 
176 
278 

367 
-33 

245 

209 
-43 

201 

89 
48 
37 
37 

33 
—47 

155 

139 
103 
75 

113 

26 
-52 

103 

203 
170 
118 
231 

988 
478 

5,123 

1,363 
931 

6,054 

928 
528 

6,582 

1,097 
669 

7,252 

1,093 
607 

7,858 

16 
16 
24 

278 . 
236 

6,685 

10 
4 
8 

23 
—58 

45 

203 
244 
170 
401 

999 
492 

8,351 
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Rehabilitation loan fund. 

Revolving fund for liquidating programs. 

Nonprofit sponsor assistance subsidies. 

Nonprofit sponsor assistance. 

Interior: 
Loan subsidies. 

Bureau of Reclamation loans. 

BIA loan subsidies. 

BIA revolving fund 

Obligations 
Loan disbursements 
Change in outstandings 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings 
Outstandings 

102 
58 

-21 
637 

20 
45 

-46 
591 

65 
-18 

573 
-573 

-299 
31 

25 
28 

-452 
60 

9 
9 

- 7 
101 

31 

13 
14 
6 

107 

31 
13 
13 
13 

- 2 
79 

13 
13 
13 
13 

- 8 
99 

2 
12 
12 
25 

9 
7 

85 

13 
13 
12 
25 

- 7 
92 

-1 
-4 

82 

13 
13 
11 
36 

—6 
86 

—3 
79 

13 
13 
10 
47 

30 

1 
1 

28 

—3 
76 

13 
13 
10 
56 

-5 
76 

i 
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Table F-18. DIRECT LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)—Continued 

Agency or Program 

BIA loan guaranty & insurance fund 

Transportation: 

Railroad rehabilitation and improvement financing 

Federal-aid highways trust fund 

Right-of-way revolving fund 

Miscellaneous expired accounts 

Aircraft purchase loan guarantees 

Actual 1988 
Estimate 

1989 1990 1991 1992 

Obligations 
Loan disbursements.. 
Change in t 
Outstandings. 

Obligations 
Loan disbursements.. 
Change in i 
Outstandings.. 

Obligations 
Loan disbursements 
Change in outstandings 
Outstandings 

Obligations 
Loan disbursements.. 
Change in t 
Outstandings.. 

Obligations 
Loan disbursements 
Change in outstandings 
Outstandings 

Obligations 
Loan disbursements.. 
Change in t 
Outstandings. 

11 
7 

-175 
462 

-2 
19 

13 
-318 

144 

11 
-16 

128 
-128 

-19 
19 

45 
27 

-3 
101 

-19 

48 
48 

101 101 101 101 

9 
8 

49 
-9 

40 40 40 40 
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MarAd ship loan subsidies.. 

MarAd Federal ship financing fund-

Veterans Affairs: 
Vendee loan and repurchase subsidies.. 

Vendee loans and loans repurchased from the public.. 

Direct loan subsidies. 

Direct loan revolving fund.. 

Other veterans programs-

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings... 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings... 
Outstandings 

183 
-317 
1,294 

849 
1,079 

84 
1,288 

1 
1 

-22 
76 

1 
1 

-19 
19 

5 
205 
184 

1,478 

909 
1,105 

29 
1,317 

1 
1 

-20 
57 

1 
1 

-5 
14 

5 5 5 5 5 
5 5 5 5 5 
4 3 2 1 
4 7 9 10 10 

150 100 100 100 100 
130 81 82 83 84 

1,608 1,689 1,771 1,854 1,938 

969 999 759 751 738 
969 1,004 774 774 754 
200 11 -95 -4 - 7 
200 211 116 112 105 

127 96 51 13 7 
-207 10 18 * 4 
1,110 1,119 1,138 1,138 1,142 

1 1 1 1 1 
1 1 1 1 1 
* 1 1 * * 

* 1 2 2 3 

-16 -12 -10 - 7 -6 
41 28 19 11 6 

1 1 1 1 1 
1 1 1 1 1 

-5 - 1 - 1 - 1 - 1 
10 8 7 6 4 

3 H O 

> 
> 
r 
SS GO 

0 0 
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Table F-19. GUARANTEED LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)—Continued 

Agency or Program Actual 1988 
Estimate 

Agency or Program Actual 1988 
1989 1990 1991 1992 1993 1994 

Environmental Protection Agency: 
Abatement, control, and compliance Obligations 15 

9 
7 

34 

32 
53 
48 
82 

NASA 

Loan disbursements 
15 
9 
7 

34 

32 
53 
48 
82 

53 
47 

130 

NASA 

Change in outstandings 
Outstandings 

Obligations 

15 
9 
7 

34 

32 
53 
48 
82 

53 
47 

130 
- 7 
123 

-8 
115 

-8 
107 

-8 
100 

Small business: 
Business and investment loans 

Loan disbursements 
Change in outstandings 
Outstandings 

Obligations 

316 
84 

899 

82 
559 

-222 
2,645 

569 
96 

995 

82 
559 

-125 
2,520 

617 
-126 

869 

665 
-142 

727 

548 
-160 

567 

392 
-175 

392 

198 
-194 

198 

Small business investment companies 

Loan disbursements 
Change in outstandings 
Outstandings 

Obligations 

316 
84 

899 

82 
559 

-222 
2,645 

569 
96 

995 

82 
559 

-125 
2,520 

459 
-263 
2,257 

393 
-189 
2,068 

265 
-262 
1,806 

163 
-292 
1,514 

85 
-294 
1,220 

Small business development companies 

Loan disbursements 

Small business development companies 

Change in outstandings 
Outstandings 

Obligations 

-108 
633 

-110 
523 

-90 
433 

-70 
363 

-60 
303 

-50 
253 

-40 
213 

Disaster loans 

Loan disbursements 13 
-29 

871 

185 
158 

-459 
3,260 

Disaster loans 

Change in outstandings 
Outstandings 

Obligations 

13 
-29 

871 

185 
158 

-459 
3,260 

-55 
816 

280 
218 

-328 
2,932 

-60 
756 

-60 
696 

-55 
641 

-55 
586 

-50 
536 

Loan disbursements 

13 
-29 

871 

185 
158 

-459 
3,260 

-55 
816 

280 
218 

-328 
2,932 

140 
-574 
2,358 

Change in outstandings 
Outstandings 

13 
-29 

871 

185 
158 

-459 
3,260 

-55 
816 

280 
218 

-328 
2,932 

140 
-574 
2,358 

-673 
1,685 

-551 
1,134 

-448 
686 

-686 
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Loans to the District of Columbia.. 

Export-Import Bank.. 

Federal Deposit Insurance Corporation1 

Federal Savings and Loan Insurance Corporation 

National Credit Union Administration: 
Share insurance fund 

Central liquidity facility. 

Tennessee Valley Authority: 
Power program 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings.. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings. 
Outstandings 

Obligations 
Loan disbursements 
Change in outstandings 
Outstandings 

-30 
685 

693 
512 

-1308 
9,905 

1,919 . 
559 

3,649 

84 
84 
83 

1,852 

63 
61 
7 

118 

73 
73 

- 6 
260 

-34 
652 

695 . 
548 

-1,376 
8,530 

-3,283 
366 

75 
75 
66 

1,918 

5 
5 
2 
7 

68 
68 
5 

123 

74 
74 

-13 
248 

-33 
619 

517 
-658 
7,871 

-4 
361 

35 
35 
26 

1,944 

30 . 
30 . 
24 
31 

20 
20 

-52 
71 

66 
66 

-16 
232 

-35 
584 

328 
—738 
7,133 

-50 
311 

20 
20 
10 

1,954 

-5 
26 

20 
20 

-5 
66 

59 
59 

-13 
219 

-37 
547 

148 
-775 
6,358 

-50 
261 

20 
20 
10 

1,964 

-5 
21 

20 
20 

-5 
61 

53 
53 

-21 
198 

-39 
508 

76 
—782 
5,577 

-50 . 
211 

20 
20 
10 

1,974 

17 

20 
20 

-5 
56 

47 
47 

-25 
173 
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Table F-19. GUARANTEED LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)—Continued 

Agency or Program Actual 1988 
Estimate 

Agency or Program Actual 1988 
1989 1990 1991 1992 1993 1994 

Seven States Obligations 348 
348 
339 

2,162 

214 
214 
108 

2,271 

233 
233 
37 

2,308 

242 
242 
75 

2,383 

292 
292 
20 

2,404 

270 
270 
-3 

2,401 

389 
389 
90 

2,491 

Area and regional development 

Loan disbursements 
Change in outstandings 
Outstandings 

Obligations 

348 
348 
339 

2,162 

214 
214 
108 

2,271 

233 
233 
37 

2,308 

242 
242 
75 

2,383 

292 
292 
20 

2,404 

270 
270 
-3 

2,401 

389 
389 
90 

2,491 

Other agencies and programs 

Loan disbursements 

Other agencies and programs 

Change in outstandings 
Outstandings 

Obligations 

* 

3 

1 
45 

-20 
894 

* 

3 

1 
32 

-69 
825 

* 

3 

1 
22 

-71 
754 

* 

3 

2 
18 

-78 
676 

* 

2 

2 
3 

-85 
591 

* 

2 

2 
3 

-75 
516 

* 

2 

2 
3 

-60 
456 

Grand total, net direct loans 

Loan disbursements 
Change in outstandings 
Outstandings 

* 

3 

1 
45 

-20 
894 

* 

3 

1 
32 

-69 
825 

* 

3 

1 
22 

-71 
754 

* 

3 

2 
18 

-78 
676 

* 

2 

2 
3 

-85 
591 

* 

2 

2 
3 

-75 
516 

* 

2 

2 
3 

-60 
456 

Grand total, net direct loans Obligations 
Loan disbursements 
Change in outstandings 
Outstandings 

27,222 
33,667 

-13,359 
221,973 

16,933 
25,943 

-12,648 
209,325 

12,255 
23,125 

-9,866 
199,460 

12,793 
22,050 

-6,148 
193,312 

11,832 
19,328 

-5,068 
188,244 

10,758 
16,338 

-5,559 
182,684 

9,462 
14,131 

-6,111 
176,573 

* $500,000 or less. 
1 Direct loan obligations and disbursements for theseprograms represent increases in their holdings of loan assets rather than cash disbursements. 
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Table F-19. GUARANTEED LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)—Continued 

Agency or Program Actual 1988 
Estimate 

1989 1990 1991 1992 1993 

Funds Appropriated to the President: 
Foreign military sales 

OPIC loan subsidies-

Overseas Private Investment Corporation.. 

AID private sector loan subsidies. 

AID private sector revolving fund.. 

AID housing & other guarantee subsidies-

Commitments 
New guaranteed loans ... 
Change in outstandings. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

2,480 
2,480 
2,460 
2,600 

5,000 
5,000 
4,980 
7,580 

200 
90 
58 

366 

175 
104 
72 

437 

50 
25 
25 
25 

-223 
7,357 

175 
12 
12 
12 

143 
92 

529 

50 

25 

100 
20 
20 
20 

-229 
7,128 

178 
69 
69 
81 

136 
64 

594 

75 
8 
6 
7 

25 

100 
60 
60 
80 

—237 
6,892 

180 
115 
114 
195 

18 
—70 

523 

100 
24 
22 
29 

25 

100 
90 
90 

170 

-234 
6,658 

182 
117 
107 
302 

18 
-75 

449 

125 
49 
47 
76 

25 

100 
100 
100 
270 
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Table F-19. GUARANTEED LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)—Continued 

Agency or Program Actual 1988 
Estimate 

1989 1990 1991 1992 1993 

AID housing and other credit guarantees.. 

Agriculture: 
Rural electric and telephone loan subsidies.. 

Rural electric and telephone revolving fund.. 

Farmers Home Administration: 
Agricultural credit insur subsidies.. 

Agricultural credit insurance fund.. 

Rural housing insurance fund.. 

Commitments 
New guaranteed loans... 
Change in outstandings. 
Outstandings 

Commitments.. 
New guaranteed loans.. 
Change in t 
Outstandings.. 

Commitments.. 
New guaranteed loans. 
Change in l 
Outstandings. 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

125 
112 
81 

1,409 

2,000 
2,000 
1,435 
2,868 

1,255 
1,741 
1,018 
3,507 

125 
145 
109 

1,518 

500 
500 
485 

3,353 

3,325 
2,653 
1,703 
5,209 

140 
98 

1,616 

1,865 
636 
629 
629 

-15 
3,338 

3,000 
1,300 
1,300 
1,300 

1,687 
263 

5,472 

115 
67 

1,683 

1,615 
660 
648 

1,277 

86 
30 

1,713 

1,615 
1,001 

982 
2,259 

-15 
3,323 

3,000 
2,670 
2,410 
3,710 

-15 
3,308 

3,000 
2,850 
2,043 
5,753 

340 
-1,260 

4,212 

252 
-1,118 

3,094 

76 
10 

1,723 

1,365 
1,024 
1,001 
3,260 

-15 
3,293 

3,000 
2,995 
1,711 
7,464 

87 
-1,052 

2,043 

-127 
50 

-5 
41 

-9 
31 

-5 
17 
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Rural development insurance subsidies.. 

Rural development insurance fund.. 

CCC export loan subsidies. 

Commodity Credit Corporation export credits-

Commerce: 
Economic development programs.. 

ITA operations and administration., 

National Oceanic and Atmospheric Administration.. 

Education: Guaranteed student loan subsidies., 

Commitments 
New guaranteed loans... 
Change in outstandings. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans... 
Change in outstandings. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings 
Outstandings 

Commitments 
New guaranteed loans..., 
Change in outstandings. 
Outstandings 

Commitments 
New guaranteed loans... 
Change in outstandings. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

96 
101 

-231 
1,6 

296 . 
174 

-92 
1,596 

4,557 
3,651 
1,187 
4,919 

28 
123 

5,500 . 
5,500 . 
3,018 
7,937 

2 0 . 
20 . 
i7 

125 

196 
28 
28 
28 

138 
-114 
1,483 

5,500 
5,500 
5,500 
5,500 

-3,223 
4,714 

-12 
113 

196 
85 
82 

111 

72 
-166 
1,317 

5,500 
5,500 
3,783 
9,283 

-2,516 
2,198 

-11 
102 

196 
132 
120 
231 

19 
-194 
1,123 

5,500 
5,500 
2,067 

11,350 

-1,775 
423 

-10 
92 

196 
164 
142 
373 

14 
-169 

954 

5,500 
5,500 

350 
11,700 

-80 
342 

-9 
84 

-25 . 

93 
93 
65 

315 

75 . 
75 . 
55 

370 
-25 

345 

13,080 
12,476 
12,459 
12,459 

-25 
320 

13,861 
13,224 
13,118 
25,577 

—25 
295 

14,682 
14,012 
13,650 
39,227 

196 
178 
145 
518 

7 
-163 

791 

5,500 
5,500 

300 
12,000 

- 7 7 
266 

75 

-25 
270 

15,571 
14,865 
13,913 
53,139 

ui ^ 
M O > 

> > 

GQ HH oo 

-25 
245 

16,539 
15,794 
14,557 
67,696 CD 
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Table F-19. GUARANTEED LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)—Continued 

Agency or Program Actual 1988 
Estimate 

1989 1990 1991 1992 1993 

Guaranteed student loans. 

Energy: 
Geothermal resources development fund. 

Health and Human Services: 
Medical facilities guarantees and loan fund.. 

Health professions graduate student insurance fund 

Health education assistance loan subsidies. 

Housing and Urban Development: 
Low-rent public housing 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

11,812 
11,273 
4,875 

47,610 

12,090 
11,528 
4,433 

52,043 
-8,310 

43,733 
-8,989 

34,744 
-9,629 

25,115 
-10,040 

15,075 

—57 

-138 
654 

229 
229 
545 

1,850 

—107 
547 

230 
230 
192 

2,042 

-106 
441 

-113 
328 

-121 
207 

-41 
2,001 

100 
100 
100 
100 

-42 
1,959 

100 
100 
100 
200 

-42 
1,917 

75 
75 
75 

275 

-255 
5,998 

-300 
5,698 

-325 
5,373 

-350 
5,023 

-126 
81 

-41 
1,876 

50 
50 
50 

325 

-375 -4 
4,648 4,248 
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Revolving fund (liquidating) 

FHA loan subsidies 

Federal Housing Administration (FHA) 

GNMA mortgage securities subsidies 

GNMA mortgage-backed securities 

Interior: 
BIA guaranteed loan subsidies. 

BIA loan guaranty & insurance fund 

Commitments 
New guaranteed loans.. 
Change in outstandings 
Outstandings 

Commitments 
New guaranteed loans.. 
Change in outstandings 
Outstandings 

Commitments 
New guaranteed loans.. 
Change in outstandings 
Outstandings 

Commitments 
New guaranteed loans.. 
Change in outstandings 
Outstandings 

Commitments 
New guaranteed loans.. 
Change in outstandings 
Outstandings 

Commitments 
New guaranteed loans.. 
Change in outstandings 
Outstandings 

Commitments 
New guaranteed loans.. 
Change in outstandings 
Outstandings 

-5 
59 

-10 
49 

50,123 
48,618 
25,341 

300,758 

56,762 
45,212 
21,046 

321,804 

53,071 
57,135 
24,448 

333,445 

62,612 
52,177 
27,592 

361,037 

38 
38 
1 

170 

45 
45 
34 

204 

-12 
37 

58,979 
32,950 
32,754 
32,754 

15,254 
-9,791 
312,013 

66,260 
44,173 
43,290 
43,290 

11,043 
-18,609 

342,428 

45 
45 
43 
43 

-11 
193 

-16 
21 

60,690 
49,822 
44,622 
77,376 

-23,304 
288,709 

68,438 
57,032 
54,566 
97,856 

—35,707 
306,721 

45 
45 
42 
85 

-15 
178 

-14 
1 

62,566 
51,365 
44,445 

121,821 

-19,212 
269,497 

69,233 
57,694 
53,504 

151,360 

-36,609 
270,112 

45 
45 
40 

125 

-15 
163 

-1 
6 

64,343 
52,829 
42,994 

164,815 

-17,556 
251,941 

70,065 
58,388 
52,453 

203,813 

-33,881 
236,231 

45 
45 
39 

164 

-15 
148 

-1 
5 

65,897 
54,189 
41,447 

206,261 

—16,057 
235,884 

70,682 
58,901 
51,205 

255,017 

-32,709 
203,522 

45 
45 
37 

201 

— 17 
131 

w 
s o 

> 
t 
5 CO 

00 
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Table F-19. GUARANTEED LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)—Continued 

Agency or Program Actual 1988 
Estimate 

1989 1990 1991 1992 1993 

Transportation: 
MarAd Federal ship financing fund-

Aircraft purchase loan guarantees-

Miscellaneous expired accounts.. 

Treasury: 
Payments to the Financial Assis Corp 

Biomass energy development., 

Commitments 
New guaranteed loans... 
Change in outstandings. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans., 
Change in i 
Outstandings. 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

26 
26 

-415 
3,864 

-348 
3,516 

-298 
3,218 

—249 
2,970 

-249 
2,721 

115 
-18 

82 

997 

450 
450 
450 
450 

997 

1,000 
1,000 
1,000 
1,450 

997 

810 
810 
810 

2,260 

997 

270 
270 
270 

2,530 

997 

270 
270 
270 

2,800 

—75 
502 

- 7 
495 

-10 
485 

13,851 
13,824 
13,824 

—13 
472 

14,342 
12,869 
26,693 

-13 
459 

13,694 
10,741 
37,434 

-249 
im 

52 

997 

2,800 

-13 
446 

13,168 
8,863 

46,297 

17,302 
3,386 

149,705 

13,486 
-1,179 
148,526 

-14,313 
134,213 

-11,950 -10,627 -9,335 -8,157 
122,263 111,636 102,301 94,144 
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Small business: 
Business and investment loan subsidies-

Business and investment loans. 

Pollution control equipment guarantees-

Disaster loans.. 

Export-Import Bank subsidies.. 

Export-Import Bank.. 

Federal Savings and Loan Insurance Corporation-

National Credit Union Administration.. 

, Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans 
Change in outstandings... 
Outstandings 

Commitments 
New guaranteed loans 
Change in outstandings... 
Outstandings 

3,552 
2,939 

697 
9,711 

1 
-16 

262 

3,740 
2,900 

609 
10,320 

1 
—14 

248 

3,535 
1,450 
1,208 
1,208 

1,450 
-368 
9,952 

-248 

3,535 
2,900 
2,180 
3,388 

-1,677 
8,275 

3,535 
2,900 
1,405 
4,793 

—967 
7,308 

3,535 
2,900 

465 
5,258 

-108 
7,200 

3,535 
2,900 
-35 

5,223 

322 
7,522 

1 
10,384 
3,959 
1,779 
1,779 

1 
10,555 
5,678 
1,356 
3,135 

10,703 
7,166 
1,296 
4,431 

10,826 
7,678 
1,031 
5,463 

5,739 
5,144 

624 
5,703 

64 
64 

-985 
3,077 

1 
1 

10,200 
6,701 

960 
6,664 

55 
55 

-73 
3,005 

3,224 
-968 
5,696 

19 
19 

-34 
2,971 

1,749 
-801 
4,895 

20 
20 

-30 
2,941 

878 
-650 
4,245 

20 
20 

-30 
2,911 

456 
-510 
3,735 

20 
20 

-30 
2,881 

10,934 
7,929 

871 
6,334 

245 
-417 
3,318 

20 
20 

-30 
2,851 

oo CO 
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Table F-19. GUARANTEED LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)—Continued i oo 
Agency or Program Actual 1988 

Estimate 

1989 1990 1991 1992 1993 1994 

Tennessee Valley Authority: 
Power program 

Other agencies and programs-

Subtotal, guaranteed loans (gross). 

ss secondary guaranteed loans:1 

GNMA guarantees of FHA/VA/FmHA pools.. 

GNMA guarantees subsidies.. 

Subtotal, guaranteed loans (net) . 

Commitments.. 
New guaranteed loans., 
Change in i 
Outstandings. 

Commitments 
New guaranteed loans., 
Change in t 
Outstandings.. 

Commitments 
New guaranteed loans.... 
Change in outstandings., 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings.. 
Outstandings 

Commitments 
New guaranteed loans.... 
Change in outstandings., 
Outstandings 

144 
85 

-4 
666 

-1 

144 
101 
64 

730 

100 
54 

783 
-62 

721 
-80 

641 
-113 

528 
-86 
442 

153,739 
153,576 
64,284 

883,445 

53,071 
57,135 
24,448 

333,445 

175,431 
147,634 
64,230 

947,674 

62,612 
52,177 
27,592 

361,037 

177,949 
150,510 
57,183 

1004,857 

182,519 
154,898 
48,752 

1053,609 

185,514 
158,207 
48,798 

1102,408 

188,090 
160,542 
49,186 

1151,593 

190,699 
162,925 
48,328 

1199,921 

11,043 
-18,609 

342,428 

66,260 
44,173 
43,290 
43,290 

-35,707 
306,721 

68,438 
57,032 
54,566 
97,856 

-36,609 
270,112 

69,233 
57,694 
53,504 

151,360 

-33,881 
236,231 

70,065 
58,388 
52,453 

203,813 

-32,709 
203,522 

70,682 
58,901 
51,205 

255,017 

100,668 
96,441 
39,836 

550,000 

112,819 
95,457 
36,637 

586,637 

111,689 
95,293 
32,501 

619,138 

114,081 
97,866 
29,894 

649,032 

116,281 
100,513 
31,903 

680,935 

118,025 
102,155 
30,614 

711,550 

120,017 
104,024 
29,832 

741,382 

3 
M 
W 

3 w 
3 
£ f $ 
> W 

co o 
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Less guaranteed loans held as direct loans:2 

By GNMA 

Total, primary guaranteed loans. 

Commitments 
New guaranteed loans 2 

-422 
34 

Change in outstandings 
2 

-422 
34 

-34 
Outstandings 

2 
-422 

34 
-34 

2 
-422 

34 

Commitments 
New guaranteed loans 
Change in outstandings 
Outstandings 

100,668 
96,439 
40,258 

549,966 

112,819 
95,457 
36,671 

586,637 

111,689 
95,293 
32,501 

619,138 

114,081 
97,866 
29,894 

649,032 

116,281 
100,513 
31,903 

680,935 

118,025 
102,155 
30,614 

711,550 

120,017 
104,024 
29,832 

741,382 

counting. 
2 WI 

* $500,000 or less. 
1 Loans guaranteed by the Federal Housing Administration, the Veterans Administration, or the Farmers Home Administration are included above. GNMA places a secondary guarantee on these loans, so they are deducted here to avoid double 

fhen guaranteed loans are acquired by a budget account, they are counted as direct loans and shown in the direct loan table. Consequently, they are deducted from the totals in this table. CO 
M O > 
tr1 
> 
> r •c 
S3 

i 00 Ol 
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F-86 THE BUDGET FOR FISCAL YEAR 1990 

Table F-20. LENDING AND BORROWING BY GOVERNMENT-SPONSORED ENTERPRISES 
(In millions of dollars) 

Enterprise Actual 1988 
Estimate 

1988 1989 

LENDING 
Student Loan Marketing Association.. 

Federal National Mortgage Association: 
Corporation Accounts 

Mortgage-backed securities.. 

Farm Credit: 
Banks for cooperatives. 

Farm Credit Banks.. 

Federal Home Loan Bank system: 
Federal home loan banks 

Federal Home Loan Mortgage Corporation: 
Corporation accounts 

Participation certificate pools 

Subtotal, lending (gross).. 

Less loans between sponsored enterprises.. 

Less secondary funds advanced from Federal sources: 
Student Loan Marketing Association from FFB 2 

Obligations 
New transactions.. 
Net change 
Outstandings 

Obligations 
New transactions.. 
Net change 
Outstandings 
Obligations 
New transactions-
Net change 
Outstandings 

Obligations 
New transactions.. 
Net change 
Outstandings 
Obligations 
New transactions.. 
Net change 
Outstandings 

Obligations 
New transactions.. 
Net change 
Outstandings 

Obligations 
New transactions-
Net change 
Outstandings 
Obligations 
New transactions.. 
Net change 
Outstandings 
Obligations 
New transactions.. 
Net change 
Outstandings 

Obligations 
New transactions.. 
Net change 
Outstandings 

Obligations 
New transactions.. 
Net change 
Outstandings 

5,936 
5,936 
2,732 

20,461 

25,796 
23,524 

8,787 
104,716 
50,672 
52.161 
36,630 

167,170 

65,894 
65,894 

906 
9,724 

14,659 
14,659 

- 1 , 6 9 2 
42,145 

175,551 
175,551 
21,470 

142,335 

4,195 
4,195 
2,517 

15,442 

35,359 
35,359 
11,812 

220,683 

378,062 
377,279 

83.162 
722,676 

6,529 
6,529 
3,005 

23,466 

14,879 
13,367 

- 2 , 7 5 4 
101,962 

36,060 
35,519 
18,103 

185,273 

67,267 
67,267 

302 
10,026 

13,427 
13,366 

- 1 , 4 3 4 
40,712 

200,000 
185,718 

5,718 
148,053 

1,902 
1,902 

628 
16,070 

51,000 
51,000 
31,988 

252,671 

391,065 
374,668 

55,556 
778,232 

- 3 7 0 
939 

79 
939 

- 3 0 
4,910 4,910 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1990



SPECIAL ANALYSIS F F-87 

Table F-20. LENDING AND BORROWING BY GOVERNMENT-SPONSORED ENTERPRISES—Continued 
(In millions of dollars) 

Enterprise Actual 1988 
Estimate 

1989 

Tennessee Valley Authority to Fannie Mae.. 

Less guaranteed loans held as direct loans by: 
Federal National Mortgage Association3 

Federal home loan banks.. 

Federal Home Loan Mortgage Corporation; 

Farm Credit Banks.. 

Student Loan Marketing Association 

Less federally guaranteed loans to: 
Financial Assistance Corporation. 

Total lending. 

BORROWING 
Student Loan Marketing Association-

Federal National Mortgage Association' 

Farm Credit System: 
Farm Credit System Financial Assistance Corpora-

tion. 

Banks for cooperatives. 

Farm credit banks 

Obligations 
New transactions-
Net change 
Outstandings 

Obligations 
New transactions.. 
Net change 
Outstandings 
Obligations 
New transactions.. 
Net change 
Outstandings 

Obligations 
New transactions.. 
Net change 
Outstandings 

Obligations 
New transactions.. 
Net change 
Outstandings 
Obligations 
New transactions.. 
Net change 
Outstandings 

Obligations 
New transactions.. 
Net change 
Outstandings 

Obligations 
New transactions.. 
Net change 
Outstandings 

Net change 
Outstandings.. 
Net change 
Outstandings.. 

Net change 

Outstandings.. 
Net change.... 
Outstandings.. 
Net change.... 
Outstandings.. 

80 

-1,182 
30,695 

- 1 , 7 4 0 
28,955 

- 9 8 6 
3,077 

- 7 2 
3,005 

839 839 

- 1 1 

2,762 
15,551 

3,005 
18,556 

450 
450 

1,000 
1,450 

378,062 
377,279 

82,529 
666,135 

3,698 
25,027 

49,998 
273,156 

450 

450 

2,306 
11,196 

- 2 , 1 7 8 
43,362 

391,065 
374,668 

53,284 
719,498 

4,045 
29,072 
15,934 

289,090 

1,000 

1,450 

- 6 0 
11,136 

- 1 , 3 4 2 
42,020 
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F-86 THE BUDGET FOR FISCAL YEAR 1990 

Table F-20. LENDING AND BORROWING BY GOVERNMENT-SPONSORED ENTERPRISES—Continued 
(In millions of dollars) 

Enterprise Actual 1988 
Estimate 

1988 1989 

Federal Home Loan Bank system: 
Federal home loan banks 

The Financing Corporation 

Federal Home Loan Mortgage Corporation 

Subtotal, borrowing (gross) 

Less borrowing from other sponsored enterprises.. 

Less borrowing from Federal sources-. 
Student Loan Marketing Association from FFB 2... 

Tennessee Valley Authority to Fannie Mae 

Total borrowing from the public 

Less investments in Federal securities 

Less borrowing for guaranteed loans held as direct loans 
by: 

Federal National Mortgage Association 

Federal home loan banks 

Federal Home Loan Mortgage Corporation.. 

Farm Credit Banks 

Student Loan Marketing Association2 

Less federally guaranteed loans to: 
Financial Assistance Corporation. 

Total borrowed 

Net change 
Outstandings.. 

Net change 
Outstandings.. 

Net change.... 
Outstandings.. 

Net change.... 
Outstandings.. 

Net change.... 
Outstandings.. 

Net change.... 
Outstandings.. 
Net change.... 
Outstandings.. 
Net change.... 
Outstandings.. 
Net change 
Outstandings.. 

Net change.... 
Outstandings.. 
Net change 
Outstandings.. 
Net change.... 
Outstandings.. 
Net change.... 
Outstandings.. 
Net change.... 
Outstandings.. 

Net change.... 
Outstandings.. 

Net change 
Outstandings.. 

21,631 
126,711 

3,229 
3,725 

15,357 
241,287 

94,491 
724,914 

- 3 7 0 
939 

- 3 0 
4,910 

18,289 
145,000 

3,751 
7,476 

33,996 
275,283 

75,613 
800,527 

79 
939 

4,910 

94,891 
718,985 

- 1 2 7 
5,169 

-1,182 
30,695 
- 9 8 6 
3,077 

80 
75,534 

794,598 
2,582 
7,751 

- 1 , 7 4 0 
28,955 

- 7 2 
3,005 

839 
- 1 1 

839 

2,762 
15,551 

450 
450 

3,005 
18,556 

1,000 
1,450 

93,985 
663,204 

70,759 
734,042 

1 All new transactions are loans purchased from FHLMC corporation accounts. 
2 All SLMA lending financed through the FFB has been counted in Table F- l8 as direct loans. All SLMA loans are student loans guaranteed by 

the Federal Government and, therefore, counted in Table F-19 as guaranteed loans. The first deduction eliminates the overalp of this table with 
the direct loan table; the second deduction removes the non-FFB financed remainder of SLMA to eliminate overlap with the guaranteed loan table. 

3 The estimates for 1989 and 1990 are made by 0MB. 
4 Loans purchased at discount are recorded at their acquisition cost. 
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SPECIAL ANALYSIS F F-87 

Table F-21. AGENCY BORROWING FROM THE FEDERAL FINANCING BANK 
(In millions of dollars) 

Agency and Program Actual 
1988 

Estimates 

1989 1990 1991 1992 1993 1994 

CREDIT RELATED ACTIVITY 
Funds Appropriated to the President: 

Foreign military sales credit: 
New Borrowing 
Net Lending 
Loans Outstanding 

Overseas Private Investment Corp.: 
Net Lending 
Loans Outstanding 

Department of Agriculture: 
Farmers Home Administration: 

Agricultural credit loans: 
Net Lending 
Loans Outstanding 

Rural housing loans: 
Net Lending 
Loans Outstanding 

Rural development loans: 
Net Lending 
Loans Outstanding 

Rural Electrification Administration: 
Loan asset purchases (CBO): 

New Borrowing 
Net Lending 
Loans Outstanding 

Originations: 
New Borrowing 
Net Lending 
Loans Outstanding 

Department of Defense: 
Navy Ship Leases: 

Net Lending 
Loans Outstanding 

Department of Education: 
Student Loan Marketing Association -

Guarantees: 
Net Lending 
Loans Outstanding 

Department of Energy: 
Geothermal resources development 

fund: 
Net Lending 
Loans Outstanding 

Department of Health and Human Serv-
ices: 
Health maintenance organizations: 

New Borrowing 
Net Lending 
Loans Outstanding 

Medical facilities guarantees: 
Net Lending 
Loans Outstanding 

- 3 , 0 7 6 
16,088 

4,208 
- 1 , 8 9 9 

14,189 

2,524 
1,766 

15,955 

2,126 
1,297 

17,252 

1,236 
189 

17,441 

431 
- 7 2 9 
16,712 

- 1 , 2 3 1 
15,481 

- 3 8 5 
27,625 

- 2 , 9 8 0 
25,971 

-3,148 
4,900 

68 
- 1 0 2 
4,139 

12 
- 1 , 9 9 2 

19,205 

- 2 9 
1,759 

- 3 0 
4,910 

- 3 , 9 6 0 
23,665 

-1,000 
24,971 

- 5 0 0 
4,400 

189 
121 

4,260 

324 
- 3 4 9 
18,857 

- 3 8 
1,721 

4,910 

-3,322 
20,343 

-2,990 
21,981 

- 1 2 0 
4,280 

273 
273 

4,534 

342 
- 3 6 1 
18,496 

- 4 8 
1,672 

- 3 0 
4,880 

- 1 , 9 7 5 
18,368 

- 1 , 8 4 8 
20,133 

- 1 0 0 
4,180 

4 
4 

4,538 

386 
- 9 1 

18,405 

- 4 8 
1,624 

- 3 0 
4,850 

- 5 , 5 1 0 
12,858 

- 6 7 4 
19,459 

- 1 0 0 
4,080 

-3,950 
8,908 

- 7 9 5 
18,664 

4,080 

- 2 , 8 4 5 
6,063 

-2 ,015 
16,649 

- 1 5 0 
3,930 

4,538 

324 
- 1 8 0 
18,225 

- 4 8 
1,576 

- 3 0 
4,820 

4,538 

221 
- 5 8 

18,167 

- 4 8 
1,528 

- 3 0 
4,790 

4,538 

210 
- 1 0 0 
18,067 

- 4 8 
1,480 

- 3 0 
4,760 

- 5 
85 

- 6 
96 

50 

-96 

50 50 50 50 50 

82 82 82 82 
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F-86 THE BUDGET FOR FISCAL YEAR 1990 

Table F-21. AGENCY BORROWING FROM THE FEDERAL FINANCING BANK—Continued 
(In millions of dollars) 

Agency and Program Actual 
1988 

Estimates 

1989 1990 1991 1992 1993 1994 

Department of Housing and Urban Devel-
opment: 
Low rent public housing: 

Net Lending 
Loans Outstanding 

Revolving fund for liquidating pro-
grams: 

Net Lending 
Loans Outstanding 

Section 108 guranteed loans: 
Net Lending 
Loans Outstanding 

Department of Interior: 
Territories of Guam and the Virgin 

Islands: 
Net Lending 
Loans Outstanding 

Department of Transportation: 
R.R. and Revitalization Act: 

Net Lending 
Loans Outstanding 

General Services Administration: 
Federal building fund: 

Net Lending 
Loans Outstanding 

National Aeronautics and Space Adminis-
tration: 
Space flight, control, and data com-

munications: 
New Borrowing 
Net Lending 
Loans Outstanding 

Small Business Administration: 
Loan asset purchases (Development 

Corp.): 
Net Lending 
Loans Outstanding 

Originations (SBIC + Section 503): 
New Borrowing 
('et Lending 
Loans Outstanding 

Other Independent Agencies: 
Export-Import Bank: 

New Borrowing 
Net Lending 
Loans Outstanding 

National Credit Union Administration: 
New Borrowing 
Net Lending 
Loans Outstanding 

Washington Metropolitan Area Transit 
Authority: 

Net Lending 
Loans Outstanding 

- 3 7 
2,037 

- 3 1 

- 4 2 
1,995 

- 4 4 
1,951 

- 4 7 
1,904 

- 5 0 
1,853 

- 5 2 
1,801 

- 5 4 
1,747 

- 6 

318 

- 9 
46 

387 

90 
90 

899 

- 7 
15 

1 
- 1 3 4 
1,506 

19 
- 1 , 5 0 6 

10,958 

7 
7 

118 

318 

- 9 
37 

- 9 
378 

569 
96 

995 

- 5 
10 

- 1 6 5 
1,341 

17 
-1,059 

9,899 

68 
5 

123 

318 

- 7 
30 

- 1 1 
367 

617 
- 1 2 6 

869 

- 5 
5 

- 1 5 0 
1,191 

817 
- 4 4 6 
9,453 

177 177 177 

318 

- 2 
53 

- 5 
25 

367 

665 
-142 

727 

- 5 

- 1 3 0 
1,061 

864 
- 2 5 2 
9,201 

177 

318 

- 2 
51 

318 

- 2 
48 

318 

- 3 
46 

- 2 

15 

367 

548 
-160 

567 

367 

392 
- 1 7 5 

392 

367 

198 
-194 

198 

- 1 1 5 
946 

919 
- 3 0 4 
8,897 

- 1 0 5 
841 

1,121 
- 3 2 7 
8,570 

- 9 0 
751 

986 
-376 
U 9 4 

- 2 5 
1 

-1 

177 177 177 
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SPECIAL ANALYSIS F F-87 

Table F-21. AGENCY BORROWING FROM THE FEDERAL FINANCING BANK—Continued 
(In millions of dollars) 

Agency and Program Actual Estimates 
Agency and Program Agency and Program 

1989 1990 1991 1992 1993 1994 

Subtotal, credit related: 
New Borrowing 1,045 5,374 4,573 4,045 3,027 2,164 1,394 
Net Lending -13 ,346 —8,908 - 5 , 7 0 1 - 3 , 3 9 9 - 7 , 0 1 5 - 6 , 2 7 5 -7 ,138 
Loans Outstanding 121,349 112,441 106,740 103,340 96,325 90,050 82,912 

OTHER ACTIVITIES 
Postal Service: 

New Borrowing 1,239 900 1,837 1,911 1,256 537 559 
Net Lending 1,239 639 1,500 1,500 769 
Loans Outstanding 5,592 6,231 7,731 9,231 10,000 10,000 10,000 

Tennessee Valley Authority-. 
Originations (and Power pro-

grams): 
New Borrowing 339 1,125 2,996 245 292 270 389 
Net Lending 339 539 437 78 20 - 3 90 
Loans Outstanding 2,162 2,701 3,138 3,217 3,237 3,234 3,324 

Aquisition of securities: 
New Borrowing 2,341 2,341 
Net Lending 745 
Loans Outstanding 17,131 17,131 17,131 17,131 17,131 17,131 17,131 

Subtotal, other activities: 
New Borrowing 3,919 2,025 4,833 2,156 1,548 807 948 
Net Lending 2,323 1,178 1,937 1,578 789 - 3 90 
Loans Outstanding 24,886 26,063 28,000 29,579 30,368 30,365 30,455 

Total, all FFB Financing: 
New Borrowing 4,963 7,399 9,406 6,201 4,575 2,972 2,342 
Net Lending -11 ,024 - 7 , 7 3 0 1-3,764 - 1 , 8 2 1 - 6 , 2 2 6 - 6 , 2 7 8 -7 ,048 
Loans Outstanding 146,235 138,504 1134,740 132,919 126,693 120,415 113,367 

*$50 million or less. 
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Table F-22. FEDERAL PARTICIPATION IN DOMESTIC CREDIT MARKETS 
(In billions of dollars) 

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 

Total funds loaned in U.S. credit markets1 416.8 351.4 405.4 394.0 509.8 697.4 748.8 904.3 727.9 745.5 
Direct loans 19.6 24.2 26.1 23.4 15.3 6.3 28.0 11.2 - m o - 1 3 4 
Guaranteed loans 25.2 31.6 28.0 20.9 34.1 20.1 21.6 34.6 60.4 40.3 
Government-sponsored enterprise loans2 28.1 24.1 32.4 43.3 37.1 53.1 60.7 83.3 107.8 82.5 

Total, Federal and federally assisted lending 72.9 79.9 86.5 87.6 86.5 79.5 110.3 129.1 149.2 109.4 
Federal lending participation ratio (percent) 17.5 22.7 21.3 22.2 17.0 11.4 14.7 14.3 20.5 14.7 

Total funds borrowed in U.S. credit markets1 416.8 351.4 405.4 394.0 509.8 697.4 748.8 904.3 727.9 745.5 
Borrowing from the public 32.6 69.5 75.5 134.4 211.8 168.9 199.4 236.8 152.0 162.1 
Borrowing for guaranteed loans 25.2 31.6 28.0 20.9 34.1 20.1 21.6 34.6 60.4 40.3 
Government-sponsored enterprise borrowing2 21.9 21.4 34.8 43.6 34.1 55.5 57.9 103.2 115.5 93.5 

Total, Federal and federally assisted borrowing 
Federal borrowing participation ratio (percent) 

79.8 
19.1 

122.5 
34.9 

138.3 
34.1 

198.9 
50.5 

280.0 
54.9 

244.5 
35.1 

278.9 
37.2 

374.6 
41.4 

327.9 
45.0 

295.9 
39.7 

1 Funds loaned to and borrowed from nonfinancial sectors excluding equities. 
2 The data in table F-22 for total funds loaned are defined as excluding financial sectors. Nonetheless, the Government sponsored enterprises (GSEs), as well as Federal and federally assisted lending, are properly compared with total funds 

loaned. GSE lending is a proxy for the lending by non-financial sectors that are intermediated by the GSEs. It assists the ultimate non-finanacial borrowers whose loans are purchased or otherwise financed by the GSE. 
Source: Federal Reserve Board Flow-of-Funds Accounts for total funds loaned and borrowed. 
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