
Ronald Reagan Presidential Library 

Digital Library Collections 

 
 

This is a PDF of a folder from our textual collections. 

 
 

Collection: Baker, James A.: Files 

Folder Title: [Cabinet Council on Economic 
Affairs 01/12/1984] 

Box: 12 

 
 

To see more digitized collections 
visit: https://reaganlibrary.gov/archives/digital-library 

 
To see all Ronald Reagan Presidential Library inventories visit: 

https://reaganlibrary.gov/document-collection 
 

Contact a reference archivist at: reagan.library@nara.gov  
 

Citation Guidelines: https://reaganlibrary.gov/citing  
 

National Archives Catalogue: https://catalog.archives.gov/  

https://reaganlibrary.gov/archives/digital-library
https://reaganlibrary.gov/document-collection
https://reaganlibrary.gov/document-collection
mailto:reagan.library@nara.gov
https://reaganlibrary.gov/citing
https://catalog.archives.gov/


THE WHITE HOUSE 
WASHINGTON 

CABINET AFFAIRS STAFFING MEMORANDUM 

Date: ___ l=/--1=1=/ ....... 8.._4 ____ _ Number: 168882CA 

Subject:~~C~a~b~i~n~e~t~C~o~u~n~c~1~·1=--o~n==-=E~c~o~n~o~m~i~c~· ~A=f~f~a~1=·r=-=s_w==i~t=h ........ t=h=e"--"'P~r~e=s=1~·d=e=n=>=t __________ __ 

Thursday. January 12, 1984 - 2:00 pm - Cabinet Room 

ALL CABINET MEMBERS 

Vice President 
State 
Treasury 
Defense 
Attorney General 
Interior 
Agriculture 
Commerce 
Labor 
HHS 
HUD 
Transportation 
Energy 
Education 
Counsellor 
OMB 
CIA 
UN 
USTR 

GSA 
EPA 
OPM 
VA 
SBA 
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The President will chair a meeting of the CCEA on Thursday, 
January 12, 1984 at 2:00 p.m. in. the Cabinet Room. 

The agenda and background papers· are attached. 

RETURN TO: D Craig L. Fuller 
Assistant to the President 
for Cabinet Affairs 
456-2823 

O Katherine Anderson O Don Clarey 
~m Gibson O Larry Herbolsheimer 

Associate Director 
Office of Cabinet Affairs 



THE WHITE HOUSE 

WASHINGTON 

January 11, 1983 

MEMORANDUM FOR THE CABINET COUNCIL ON ECONOMIC AFFAIRS 

FROM: ROGER B. PORTER,(,#~ 

SUBJECT: Agenda and Papers for the January 12 Meeting 

The agenda and papers for the January 12 meeting of the 
Cabinet Council on Economic Affairs are attached. The meet­
ing is scheduled for 2:00 p.m. in the Cabinet Room. Atten­
dance is limited to principals only. 

The Council will review two issues: 

1. Controlling Federal Credit Activities 

2. Monetary Policy and Financial Market Developments 

Memorandums on these issues reflecting recent Council 
discussions are attached. 

Attachments 



THE WHITE HOUSE 

WP..S'.-iiNGTON 

CABINET COUNCIL ON ECONOMIC AFFAIRS 

January 12, 1984 

2:00 p.m. 

Cabinet Room 

AGENDA_ 

1. Controlling Federal Credit Activities 
(CM # 113) 

2. Monetary Policy and Financial Market Developments 
(CM # 111) 



THE WHITE: HOUSE 

WAS H.1 NGTO N 

January 10, 1984 

MEMORANDUM FOR THE PRESIDENT 

FROM: THE CABINET COUNCIL ON ECONOMIC AFFAIRS 

SUBJECT: Controlling Federal Credit Activities 

The Cabinet Council on Economic Affairs has recently under­
taken a series of Economic Policy Studies reviewing major areas 
of economic policy. Economic Policy Study Number 6 focused on 
federal credit policy. A summary of the study is attached at 
Tab A with the full report and a set of tables at Tabs B and C, 
respectively. This memorandum presents the conclusions and 
recommendations of the Cabinet Council arising from this study. 

The Growth and Allocation of Federal Credit 

Controlling the size of the Federal Government requires not 
only restraining the growth of on-budget Federal spending, but 
also the growth of off-budget Federal outlays (primarily direct 
Federal loans) and off-budget Federal guaranteed loan activity. 
From 1976 to 1982, while on-budget Federal spending grew 100 per­
cent, off-budget Federal outlays grew 137 percent and Federal 
loan guarantee commitments grew even faster. 

Direct loans and loan guarantees grew rapidly, in part, 
because they are not subject to the same Congressional scrutiny 
as on-budget spending. Loan guarantees, for example, show up in 
the budget only when there is a default and the government must 
honor its guarantee. This may occur long after the government 
offered its guarantee. Neither direct loan obligations nor 
guaranteed loan commitments are covered by binding budget reso­
lution measures. The Administration includes a budget for direct 
loan and guaranteed loan commitments in Special Analysis F of 
the Budget, but that credit budget is not treated the same by 
Congress as the official budget. 

Direct loans at subsidized interest rates and guaranteed 
loans provide a subsidy similar in its impact to many other 
Federal subsidies. There is little difference between the 
economic effects of some forms of grants or price subsidies and 
subsidized loans. The economy bears a cost from these subsidized 
loans because they allocate credit to certain sectors of the 
economy and away from other sectors. Thus, there is a loss of 
investment that would have occurred in these other sectors. 
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In general, Federal credit activity has allocated credit away 
from the business and industrial sectors and toward the agricul­
tural and housing sectors. Almost half of the direct loans made 
by the Federal Government are in farm programs. These programs 
support farm purchases and farm operations, as well as crop prices. 
Some of the farm programs also support home purchases in rural 
areas. Three-fourths of the guaranteed loan commitments made 
by the Federal government are for housing. 

The subsidies embodied in Federal credit activity are highly 
variable across lending programs. At least one direct loan pro­
gram, for example, lends at interest rates as low as 2 percent. 
This and similar low-interest rate programs were begun in the 
1930's when a 2 percent interest rate was slightly above or 
equal to the prime borrowing rate. Today those loans are still 
made at 2 percent, though now, obviously, they include an enor­
mous subsidy. Further, guaranteed loan commitments are made 
to a wide cross section of borrowers who differ markedly in 
their risk characteristics. A guaranteed loan to a relatively 
risky borrower provides a large subsidy, while a guaranteed loan 
to a more credit worthy borrower involves a smaller subsidy. 

Proposals 

The Cabinet Council on Economic Affairs has four general 
Federal credit policy recommendations: 

1. Support Congressional efforts to move off-budget lending 
onto the unified budget. This change would require that the 
direct loan programs of the Rural Electrification Adminis­
tration and the Farmer's Home Administration, among others, 
be treated in the same manner for budgetary purposes as 
other programs. -'I._he 1985 budget will not reflect such a 
phange ~ ----±-f, · in the future, leg is la ti on were enacted to 
make this change, the published on-budget deficit would 
appear larger by about $5 billion to $10 billion. Such 
a change, of course, would not affect total Federal borrow­
ing requirements. 

2. Include Federal direct loan obligations and guaranteed loan 
commitments in the Congressional budget resolution process. 
The Administration already develops a credit budget that is 
included in the budget submission. Congress, however, does 
not subject the credit budget to the same scrutiny and 
binding resolutions it does the Federal budget. While 
including credit programs in the resolution process will 
not lead automatically to greater restraint, it is a useful 
step in the process of evaluating government credit activity. 
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3. Provide an explicit statement of Administration credit policy. 
Coherent Federal credit policy requires an up-dated statement. 
OMB should re-issue its credit policy directive (OMB Circular 
No. A-70.) The revised circular would: 

(i) Require_credit legislative proposals to contain an 
explicit statement of any subsidies in direct loan 

· or guaranteed loan programs; 

(ii) Require that interest rates on any direct loans be 
related to ma~ket interest rates so that those 
interest rates will vary as market interest rates do, 
.£ather than staying at fixed levels that may become 
outmoded when market realities change; 

(iii) Require those receiving Federal loan guarantees to pay 
for part or all of the expected Federal default 
liability on the guaranteed loans; 

(iv) Encourage ris with the private sector by 
offering less than 100 percen e era guarantees 

_rather than t:!;e .. tB..lft;<suarantee frequently used now; and 

(v) Oppose providing Federal guarantees for Federally 
tax-exempt obligations. 

4. Provide government-wide management guidelines for credit 
programs. These guidelines would include criteria for 
forecasting credit write offs, criteria for designating 
loans as being in default, and procedures for dealing with 
defaulted loans. 

Recommendation: The Cabinet Council on Economic Affairs recom­
mends that you approve the four Federal credit 
policy proposals outlined above. 

Approve Disapprove 

r 1; j 

Donald T. Regan 
Chairman Pro Tempore 



Growth of Federal Credit 

CABINET COUNCIL ON ECONOMIC AFFAIRS 
ECONOMIC POLICY.STUDY NO. 6 

FEDERAL CREDIT POLICY 

TAB A 

CMilJ 13 

219:102,84 
November 161 1983 

o The role of federal credit activity 1n the U.S. economy has been growing both absolutely and 
relatively, with lim1ted Presidential or Congressional oversight and control. In the past decade, 
Federal credit activity has rapidly expanded through on- and off-budget direct loans, guaranteed 
loans. and Government-sponsored enterprise loans. Since 1970, annual federal and federally assisted 
net lending (disbursements less repayments) has increased four-fold to approximately $88 billion. The 
participation ratio of Federal and federally assisted lending relative to all funds advanced by 
non-financial sectors has increased by about half -- from 14X to 22%. 

o Federally subsidized lending is directed 111Jth more to some sectors of the economy, such as housing or 
agriculture, than to other sectors, such as general business. Since 1t is subsidized, 1t alters 

·resource allocation relative to the free market and therefore results tn loss of economic efficiency. 
To the extent feasible, the costs of subsidized credit and the resulting loss of efficiency in the 
private sector must be weighed against any public benefits of subsidized credit. 

o The other side of the ledger from Federal and federally assisted lending 1s federal and federally 
assisted borrowing. federal borrowing is to finance the budget deficit, including on- and off-budget 
direct loans. federally assisted borrowing is used for uncontrolled guaranteed lending, and 
Government-sponsored lending. Borrowing to finance these credit act iv it tes increases Federal and 
federa 1 ly assisted demands for borrowing, which causes other borrowers to be crowded out of the 
nation's financial markets. 

o In 1982, federal and federally assisted borrowing totalled S200 billion, up from an average of $32 
billion a year during the first half of the 1970's. The ratio of Federal and federally assisted 
borrowing to all funds raised by nonfinancial sectors in U.S. credit markets was 49% in 1982. This ts 
the highest participation ratio since World War II and 1s a large increase since the early 1970 1 s 1 

when the ratio was 21%. 

-1-
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Problems in Controlling Federal Credit Activlty.--The problems of controlling Federal credit activity are 
enormous and system1c for several reasons. 

o Budgetary control is inadequate over both the volume and subsidies of Federal credit activity. 

With respect to volume, in 1982 only $9.l b1111on of net outlays from loan programs were reflected 
in the unified budget. An additional $14.3 billion tn net loan outlays of off-budget entities 
were not reflected in the unified budget. Moreover, the unified budget does not reflect loan 
guarantee transactions at all, except in the case of defaults. The development of the Federal 
credit budget, which is the aggregate of new direct loan obligations and guaranteed loan 
conmitments, is not adequate. Its aggregates are not binding on the Congress and thus do not 
force trade-offs in the allocation of credit among credit programs. 

There 1s no practicable and accurate measure of the subsidy from Federal credit programs because 
of the great difficulty in weighing all aspects by which the Government improves the credit terms 
for the borrower being favored. This allows interest groups, program p1anagers, and Congress to 
argue that some forms of credit are 11free goods, 11 virtually costless to the Government and the 
economy. This argument is particularly pernicious when used by the supporters of lending programs 
that, by virtue of hidden subsidies, routinely make nominal profits. The existence of such 
nominal profits is used as evidence that these programs should not have their lending volume 
constrained. 

Certain limited measures of subsidies for direct loans are presented in Special Analysis F of the 
U.S. budget. Su.bs1dies for direct loans and guaranteed loans, however, are not measured formally 
in the budget.· There are, therefore. no estimates in the budget data base to force trade-offs 
between various credit programs and normal budget expenditures. Such trade-offs as exist between 
lending programs and other spending programs are 1 imited to a few on-budget direct lending 
programs and focus more on outlay constraints. 

o There is no current statement of federal credit policy that would provide guidance to credit program 
managers 1n administering their programs. The last formal statement of policy (OMB Circular No. A-70, 
Federal Credit Policy) was issued in 1965. Programs have been warped to fit the desires of special 
interest groups, and there is no counterweight in the budgetary process to limit the .subsidies 
provided. The lack of a clear statement of Federal credit policy has also encouraged legislation that 
is poorly conceived, inconsistent, or contrary to the Administration's credit policy goals. 

Reform Measures 

The best overall means to control Federal credit activity is through a two-pronged approach: 
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1. a strengthened budgetary process that makes the cr~~tt budget totals more binding; and 

2. improved credit program administration through a clear statement of federal credit policy. 

o A strengthened budgetary process: The unified budget. with its strict cash basis. is an inadequate 
tool for controlling federal credit activity. Financial conmitments 1 either direct loan obligations 
or guaranteed loan conmitments 1 cannot be effectively managed by a fiscal tool that places its sole 
emphasis on the cash drawer. Nonetheless. the unified budget can and should be made more reflective 
of federal credit activity by including the off-budget outlays of the lending programs financed 
through the Federal financing Bank (FFB). The Administration 1s on record 1n support of the basic 
intent of legislation (S. 1679) that would accomplish this goal. 

o To some extent. any bu~get reflects the agency~by-agency 1 function-by-function decisions of Congress 
and the Executive Branch. However. in the past three years. considerable progress has been made in 
controlling the unified budget totals through aggregate ceilings on broad, across-the-board 
categories. This has led to better restraint in the totals. 

o There has been less success with the credit budget. even though it ts the best extant tool for 
potential control of overall federal credit activity. 

A major improvement in the credit budget would be for the Congress to establish more binding 
aggregate limits on new direct loan obligations and guaranteed loan coomitments and require an 
allocation of credit totals by conmittee. Congressional action on credit should be subject to the 
same scorekeeping procedures and controls as out lays. This would go beyond the process of 
limitations on direct loan obligations and guaranteed loan conmitments now set in some 
appropriation bills. 

A second improvement would be to establish formal measurements of the subsidies in Federal and 
federally assisted lending. This would be one way to compare credit programs to one another and 
to other expenditures. 

These reform measures would be the best across-the-board mechanisms for limiting the growth of Federal 
credit activity. 

o Improved credit program administration: The best way to improve the effectiveness of Federal credit 
activity is to provide Government-wide guidance on administering individual credit programs. This 
requires a clear statement of federal credit policy. OM8 Circular No. A-70. federal Credit Policy, 1s 
the vehicle of choice for such a statement. Many of the Reform 88 initiatives on credit management 
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could be used to buttress the policies enunciated in Circular No. A-70. However. improved credit 
program administration will also require sustained attention to the legislative foundations of various 
Federal credit programs. Unless these legislative aspects are dealt with in a consistent manner, the 
jungle of conflicting credit program mandates will continue to grow. 

Rec01111Jendations on Short Term Credit Issues 

The following proposals for improving control over Federal credit are recoamended for CCEA cons iderat ton and 
approva 1: 

1. The reissuance of OMB Circular No. A-70, Federal Credit Policy. Circular A-70 was issued in 1965. and is 
outdated because of changes in credit programs and financial markets. The reissued A-70 should provide policy 
guidance on the administration of credit programs. It should also set the policy for shaping legislation for 
new credit programs and amending defective )egislation in existing programs. The draft A-70 would be reviewed 
by the CCEA in February 1984. when it and a background report are completed. 

(a) Interest rates on new direct loan oblilat1ons. There is no updated policy on the minimum interest rates 
that should be charged for direct loans. nterest rates range from 2i in a few cases to rates marginally 
above the yield to maturity on Treasury instruments. lending at low fixed interest rates may reflect the 
intended goal of the program, which is to subsidize borrowers. In a significant number of programs. however, 
where the interest rate does not vary with f inancia 1 market rates, the subsidies are greater than intended 
when the leg is lat ion was enacted. The following reconmendat ton would determine the bas ts for a minimum 
interest rate on direct loans. 

Reconmended Principle: Direct loans should be offered at interest rates comparable to those charged a 
particular borrower by private financial intermediaries. This rate would be considered a bencfvnark 
interest rate. It would vary from agency to agency, and loan category to loan category. It would raise 
the average interest rate charged by Federal credit agencies. The yield to maturity on Treasury 
instruments of a maturity comparable to the direct loan would not be considered a comparable market 
interest rate (i.e., a benchnark rate) because it. is a risk-free rate. Direct loan obligations should 
therefore normally bear an interest rate above· the yields on Treasury instruments. --
In cases where the Administration wished to offer an interest rate subsidy, the subsidy would be defined 
as a discount below the benchmark rate. This would mean greater control over the level of subsidies 
offered new borrowers, as the subsidy discount would stay the same, even with movements in financial 
market rates. 

(b) Guarantee Fees. There is no current policy on the level of fees to be charged for guarantees. In some 
cases., these fees are set in law and bear no relationship to either the administrative and servicing costs to 
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the agency or the expected Government liability In the event of a default. This means the Government bears 
costs that result in additional subsidies. loan guarantee program administrators would need to estimate the 
expected Government liability of their guaranteed loan portfolios. 

Recommended Principle: Guarantee fees should cover the servicing and administrative costs and the full 
expected Government liability in the event of default for a guaranteed loan portfolio. 

In cases where the Administration wished to provide subsidies, guarantees fees would not cover the full 
expected liab1l ity of the Government in the case of default. The intended subsidy would be defined 
through reference to the expected liability of the·Government. The guarantee fee would be expected to 
cover a portion (e.g. 8~) of the Government •s liabt ltty in the event of default tn a loan guarantee 
portfolio. The guarantee fee would still cover the full administrative and servicing costs. 

(c) Interest rates on guaranteed loans. There ts no current pol icy on the interest rate that should be 
charged by private lenders for guaranteed loans. In some cases, legislation requires that borrowers be 
protected against •excessive costs.• 

Reconwnended Principle: The recOfllllended principle in A-70 would state that the Govermient should offer 
guarantees for loans by private lenders in a manner that enhances competition among lenders with respect 
to the effective interest rate and other terms charged the borrower. for example, potential lenders could 
be required to bid for the guaranteed transaction 1n order to assure the borrower of the lowest possible 
costs. 

(d) Co-Insurance. Agencies frequently offer guarantees to private lenders for 100% of the princtpa 1 and 
interest for loans. With respect to credit risk, the guaranteed loan ts virtually the equivalent of a 
Treasury security. This may encourage private lenders to be less di ltgent in offering and servicing loans 
protected by the guarantee. (We are not here considering guaranteed loans of a type normally financed in the 
investment securities market.) 

Reconmended Principle: The reconmended A-70 principle would state that (1) prtvate sector lenders should 
bear a usignificant" portion of the risk of default when they beneftt from Government guarantees and (it) 
in the event of default, the Government's claim on assets should not be subordinated to that of prtvate 
lenders. The definition of "signiftcant" portion could be defined as 20% of the risk of default. Thus, 
loan guarantee coverage would be limited to 80% of outstanding principal and interest. 

(e) Guarantees of tax exempt securities. Federal direct or indirect guarantees of tax exempt securities 
offer investors in those guaranteed securities double benefits: they pay no Federal tax and bear no risk. 
This type of security is therefore a more attractive investment than U.S. Treasury instruments. The 
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Administration has consistently opposed the direct or indirect guarantee of tax exempt securities. 

Recoamended Principle: A-70·would confirm the principle that Federal agencies should not offer direct or 
indirect guarantees for securities that benefit from tax exempt status, exceAt when required to do so by 
law. 

2. Active su ort for le is lat ion that would set re solution tar ets on new direct loan ob 11 at ions and 
luaranteed loan commitments. Bills in both the House H.R. 2076, the Nfederal lending Oversight and Control 
cti) and the Senate (S.1582, the NFederal Credit Control Act of 1983°) embody basic provisions that would 

contribute to improved control over credit. The bills would require that the first concurrent resolution on 
the budget include appropriate levels of authority for new direct loans and guaranteed loans and would require 
an allocation of credit totals by conmittee. Congressional action on credit would be subject to the same 
scorekeeping procedures and controls as outlays. 

Recomendat ion: The Ackninistrat ion should support ~he basic intent of both b11 ls, which ts to improve 
Congressional focus on credit aggregates. The Admintstration would define its position on individual 
provisions of the bills at a later point, in testimony before Congress. 

Reconmendations on longer Term Credit Issues 

In addition to the above rec0111Dendations, a variety of other credit issues need to be resolved. These include 
(a) expanded efforts to place the privately-owned, Government-sponsored enterprises on a more equal footing 
with their conmercial counterparts, as well as monitoring their activity more carefully; and {b) getting 
agencies to follow past CCEA reco11111endations on Federal credit activity; 

a. Government-sponsored enterprises. Efforts to place privately-owned, Government-sponsored enterprises 
-- particularly the Federal National Mortgage Association (FNMA) and the Federal Home Loan Mortgage 
Corporation (FHLMC) -- on a more equal foQting with their coamercial counterparts have had only 
limited success. Although the Administration has generally been able to restrain the Congress from 
adding new authorities or expanding existing authorities to GSEs and has been able to provide some 
limited support through administrative and regulatory changes to assist their conmercia1 competitors. 
the GSEs continue to use their ties to the Federal Government to assist them in obtaining credit. The 
difficulties encountered in beginning the process of privatizing FNMA and FHLMC argue for the 
establishment of more binding limits for the funds raised by GSEs as well as on the new direct loan 
obligations and guaranteed loan co11111itments of the federal Government. 

b. Implementation of the 1981 CCEA recoamendations. In 1981, the CCEA made a vartety of progrc111111atic 
rec011111endations on Federal credit to businesses, individuals, housing, and agriculture. The CCEA 
studies noted several instances in which Federal credit activity could be reduced while sustaining the 
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Agenda 

objectives of the programs. Unfortunately. many of the reconmendations of the major CCEA effort were 
never fully implemented. even when there was general agreement on the principles that determined the 
recomnendation. The Working Group on Federal Credit Policy should continue to develop policies to 
implement in 1984 the principles of past CCEA reconmendations with respect to credit for housing. 
business, agriculture, and invtdtduals. These policies and reconmendations would be presented to the 
CCEA on a case-by-case basis. 

The reconmended agenda for implementing these reconmendattons ts: 

-- To draft OHO Circular No. A-70 by February 1984. The guidelines approved by the CCEA on 
administration of credit programs should be strongly and clearly included tn the FY 1985 budget. 

To support hearings in 1984 on both S. 1582 and H.R. 20761 urging enactment of their major provisions. 
Establistunent of more binding credit limitations should be a major goal for proposed FY 1985 credit 
activity. 

To continue to develop policies that implement in 1984 the principles that underlay previous 
progranvnatic CCEA reconmendations with respect to credit for housing, business. agriculture, and 
individuals. 
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TAB B 

30:84 

Novent>er 17, 1983 

I. Volume and Allocation of Federal Credit Activity 

A. Flow-of-Funds Accounting 

One useful context in which to analyze aggregate Federal credit activity is the 
flow-of-funds accounts oroduced by the Federal Reserve Board (FRB). The 
flow-of-funds accounts l'l!f!asure total borrowing by non-financial sectors in U.S. 
credit 1T1arkets. Total lendinq, of course, is identical to total borrowing. 
(Financial sectors are excluded to avtlid double-counting of transactions.) It 
is against this ~enominator of total borrowing that we can measure Federal and 
federally assisted borrowing in the case of total funds raised and Federal and 
federally assisted lendinq in the case of total funds advanced. 

Direct Federal borrowing to finance the deficit, federally quaranteed and 
direct ~orrowinq for loan programs, and federally assisted borrowinq by 
Government-sponsored P.ntl!rprises from the U.S. capital market clearly redirect 
financial resources from all SP.ctors of the economy to 'avored sectors. The 
ratios of dir!ct Federal borrowing plus fedP.rally assisted borrowing to total 
funds raised in U.S. credit markets have recently grown to much higher levels 
than in the past, as shown in Table l~ 

Table 1.--RATIO OF FEDERAL ANO FEDERALLY ASSISTED 
BORROWING TO TOTAL FUNDS RAISED 

(in percent) 

1966-69 1970-74 1975-79 1980 

Federal borrowing attributable 
to non-credit activity ••••••• 2% 7% 16% 13% 

Federal and federally assisted 
borrowinQ attribut.ab1e to 
credit activity •••••••••••••• 13% 14'l 14'l 21% 

Total ....••.....•......•.•. isi 21% 30% 34% 

1981 1982 

12% 27% 

21% 22% 

33% 49% 

The above tab le separates Federa 1 and federa 11.Y assisted borrowing into two 
oarts. The first part is Federal borrowinQ necessary to finance the non-credit 
activity of the Government. This is the Federal on- and off-budget deficit, 
less the amount of on- and off-bud~et net loan outlays. The second part is 
that amount for which the Government actP.d as a f'inancial intermediary. It 
cons is ts of Federa 1 b"rrowinq to finance direct loans (on- and l)ff-budget.), 
ciuaranteed borrowing (which is ident ica 1 to guaranteed lending), and 
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Government-sponsored borrowing. This amount increased from 14% of total funds 
raised in the 1975-79 period to 22% in 1982. 

B. Volume of Credit Activity 

The point of potential control in Federal credit activity 1s when the 
Government becomes obligated to extend a rlirect loan or a loan guarantee. It 
is for this reason that the Federal credit budget shows the gross aggregate of 
direct loan obligations and guaranteed loan conmitments. Direct loan 
obligations qrew at an ·annually compounded rate of 17% between 1970 and 1981; 
guaranteed loan conmitments grew at a rate of 10% over the same period. 
Tab1e 2 presents the volume of new direct loan obligations and guaranteed loan 
comnitments: 

Direct loan 
obligations ••••••• 

Guaranteed loan 
conmitments ••••••• 

Total .•.....•..•. 

Table 2.--NEW DIRECT LOAN OBLIGATIONS 
ANO GUARANTEED LOAN COMMITMENTS 

(in billions of dollars) 

Average 
1970-74 1975-79 1980 1981 -

13.0 38.4 51.0 57.2 

31.5 49.9 81.4 76.5 

1982 

47.6 

53.7 

44.5 88.3 132.4 133.7 101.3 

Estimates 
1983 1984 - -
49.2 40.3 

107.0 90.4 

15.6.2 130.7 

The growth rates in new direct loan obliqations and guaranteed loan conmitments 
have been highly volatile over the last several years as shown 111 Tab1e 3. 
This is largely 1ue to cyclical movements in the demand for housing guarantees 
and insurance. Demand w~s 1ow in 1982, due to the recession and high interest 
rates, "'lhile a large increase in demand is estimatP.d in 1983. Most of the 
qrowth in the credit budget aggregates in 1983 is estimated to result. from t~e 
growth in quaranteed loan COf!lnitments, ~ain1y for the housinq sector. 

Table 3.--ANNUAL CHANGE RATES 
(in pel'"cent) 

Averages Estimates 
1970-74 1975-79 1980 1981 1982 1983 1984 

Direct loan 
obligations ••••••• 17% 8% 26% 12% -17% 3% -18% 

Guaranteed loan 
co!T'mitments •••••.• 2% 30% -5% -6% -30% 99% -16% 

Total .•.......... 6~ 20% 5% 1% -24% 54% -16% 
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The ma~or direct loan programs responsible for the growth since 1970 4re shown 
in the following table: 

Table 4.--GROWTH RATES FOR LARGEST DIRECT LOAN PROGRAMS -- 1970-1982 
{dollars in millions) 

Average 
Compounded Annual 

1970 1982 Growth Rate 

CCC price supports ••• 3,093 11,500 11.3% 
Farmers Home Admini-
stration •••••••••••• 451 8,221 1/ 26.7 

Export-Import Bank ••• 2,209 3,516 - 3.9 
Rural Electrification 
Administration •••••• 470 4,752 l/ 20.8 

1/ Includes direct loans made by the aqency and sold wit~ an agency guarantee 
to the FFB. 

Despite the sharp growth in some 1arge c1irect loan p.,.ograrns, new direct loan 
ob1iqations are estimated to decline 18% from 1983 to 1984. This is due mainly 
to: 

less l'!nding by the Co1'11'1'1odity Credit Corporation because of the new 
payment-in-kind {PIK} program, in whic!i farmers are offered surplus 
cormiodities in return for reducinq their production of crops; and 

less lending by the Rural Electrification Administration (REA) because 
of anticipated <1ecreases in the g.,.owth of electric power demand in 
areas served by rural electric systems. 

As noted above, estimated increases in quaranteed loan corrmitments are 
responsible for most of the recent growth in the credit budget ag~reqates. The 
major factor in the chanqes in quaranteed loan comnitment~ is the Mortgage 
insurance and guarantee proqrams in the housing sector. Table 5 shows both the 
absolute levels of the largest loan guaran~ee proqrams, and their av~rage 
compounded annual qrowth .,.ates since 1970: 



Table 5.--GROWTH RATES FOR LARGEST LOAN GUARANTEE PROGRAMS ·- 1970-1982 
(dollars in millions) 

Low-rent oublic hous1ng •••• 
Federal Hous1ng Administra-
tion •••••••••••••••••••••• 

VA housing ••••••••••••••••• 
Rural Electrification 
Administration •••••••••••• 

Education •••••••••••••••••• 
Government National 
Mortgage Association 
Mortgage-Backed 
Securities •••••••••••••••• 

~/ Data are for 1971 

New Guaranteed 
Loan ColTIT11tments 
1970 1982 

1,511 

16,324 
3,720 

959 

3, 110£/ 

13,284 

18,576 
5,983 

5,112 
6,895 

36,382 

C. Sector A 11ocat ions of Credit .. 

Average 
Co~ounded Annual 

Growth Rate 

19.4% 

1.1 
4.0 

17.5 

22.5 
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Federa 1 and federa 11y assisted lending rea 11ocates capita 1 to favored sectors 
of th·e economy. One means of gau9ing the reallocation is to define the sectors 
approximately along the lines of the sectors in the Federal Reserve Board's 
flow of funds accounts. y., 1982, t..,ree ma.ior sectors of t"e econol'Tly -­
households, agricu11:ure~ and business -- accounted for 98% of direct loan 
obli~ations and 99% of guaranteed loan conmitments. Aooendix Tables 4 and 5 
present the conceptual division· of loan and lnan guarantee proqrams by sector. 

1. liouseho1ds.--The houseliold sector of the economy, 111liich incluties for 
example, VA housinq quarantees, guaranteed student loans, ~nd health programs, 
benefitted from the great!st volu~e of Federal credit activity. ADoroximately 
$5.3 ':>i11i'ln (11~) of the FY 1982 direct loan ob1igations and $45.0 billion 
(79%) of the quarant.eP.d loan COl"ITlitments were extended to this ~ector. 

2. Agriculture.--The agriculture sector of the economy also benefitted frol'I 
massive amounts of Federal credit. Credit oroqram'> include the Conmodity 
Credit Corporation, and the Farmers Home Administration. In 1982, 
approximately $20.5 l)fllion (43i) of the direct loan obligations and Sl.8 
billion (31) of the guaranteed loan comnitments were extended to this sector. 

3. Business.--The business sector of the economy bene~itted from the largest 
number of Federal credit programs. Credit programs include the Small Business 
Administration, the Export-Import Bank, the Maritime Administration and several 
others. In 1982, appr~ximately $20.8 bill;on (44%) of the direct loan 
obligatinns and S9.9 billion (17l) of the Quaranteed loan COITl'llitments were made 
to this sector. 
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Table 6 presents Federal and federally assisted net lenning (including 
Government-sponsored enterprises) for each of these sectors as a percent of 
funds advanced to that sector. The participation ratios are only approximate, 
however, as it is difficult to classify Federal credit activity in accordance 
with the FRB's sector definitions. In this analysis, credit activity that 
benefits a given sector is attributed to that sector. In some cases, the FRB 
does not attribute the loart to the same sector. Ft:>r exampll!, Eximbank 1oans 
benefit. the U.S. capital qoods industry, a part of the bus1"ess sector. 
However, Eximbank loans are made· to foreign borrowers, '10t to the domestic 
business sector, and so wouid be counted as a flow of funds to a foreign 
borrower by the FRB. I,, these cases, the FRB flows have been ad.iusted to 
reflect these changes. · 

Participation ratios by themselves do not reveal the full '!ffect of Federal 
credit activity on the economy. They do not reveal the subsidy effects, for 
example. Nonetheless, the table shows, in circumstantial fashion, the 
extremely high degree of participation by Federal and federally assisted 
entities in lending to certain sectors. The relatively liigh participation 
ratios of the household and farm sector reflect the way in which Federal and 
federally assisted loans redirected capital from the business sector to both 
the household and farm sectors. · 

It should further1'110rP. be noted that the fluctuations in the participation rates 
of given sectors are affected by normal economic cycles, as well as changes in 
Federal crerlit orograms. 

Table 6.--NET FEDERAL AND FEDERALLY ASSISTED LOANS BY SECTOR 
AS PERr.ENT OF TOTAL FUNDS ADVANCED TO THAT SECTOR 

1976 1977 

Households •••••••••••••• 16 15 
Business •••••••••••••••• 14 7 
Farm •••••••••••••••••••• 66 zo 

1978 

26 
8 

84 

1979 

26 
8 

70 

1980 

42 
15 
67 

1981 

44 
12 
64 

1982 

80 
a 

97 

The household sector's participation ratio lias grown monotonically since 1979 
to a high of 80% in 1982. 'Plis high participation ratio reflects a sharp 
decline in net funds advanced to the household sector from all other sources 
and a slight increase in Federal and federally assisted lending. Approximately 
half ~f the total Federal and federally assisted lending can be attributed to 
Government-soonsored enterorises, except in 1982, when this proportion rose to 
over 60 percent. 

The farm sector shows relatively stablP. Pilrticipation ratios; the funds 
advanced to the farm sectnr hav~ moved in the ~ame direction as net Federal and 
federally assisted lending to that sector over this period. There was a sharp 
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drop in funds advanced to the 'arm business sector 1n 1982, which resulted in a 
relative increase 1n the calculated participation ratio to 97 oercent. 

The business sector participation ratios fluctuate between 7% and 15% because 
the net funds advanced to the business sector over several of the years moved 
in a different direction than Fe.dera1 and federally assisted lending to the 
sector. 

Appendix Tables 4-7 present both Federal and federally assisted lending and the 
FRB's flow of funds by sector in more detail. 
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II. Economic Costs and Subsidies 

The measures .,f the volume of Federal credit activity given above do not 
present a complete picture of the effects of Federal credit activity on capital 
allocation throughout the economy. Federal credit activity· has a greater 
effect o" capital allocation the greater is the subsidy imolicit in the 
activity. That is, Federal loans to a sector that are made at interest rates 
near the rate at which that sector could borrow 1n the private market have !Tft.lch 
less effect on allocating capital to that sector than highly subsidized loans 
would have. The figures given above do not capture the depths of the subsidy 
in the different proqrams and sectors. 

A. Direct Loan Subsidies 

The subsidy to borrowers of direct loans depends on the difference between the 
rate of return they pay lenders with Government assistance and the alternative 
rate of return they would have had to pay to borrow the same amount of money 
without Government assistance. However, in a practical setting it is 
frequently not possible to know and to measure what this alternative interest 
rate to the lender would have been. Borrowers, and the transactions being 
financed, differ a great deal. Some borrowers are such poor credit risks that 
they could not find a lender even at interest rates above 100%. Some 
transactions ,.,ould not be viable unless financed at a subsidized rate, and so 
would not take place in a free market. Therefore, most subsidy calculations 
use as an estimate of the alternative rate market r.ates for specified classes 
of toans that may not b~ entirely comparable. 

In add it ion to providinq interest rates ttlat are lower than private lending 
interest rates, ~overnment direct loan programs frequently carry other 
conditions that enhance the partially ~easured subsidiP.s. For instance, direct 
loans sometime carry lonqer maturities than comparable private sector loans. 
When combined with below-market interest rates, these subsidies persist for 
protracted oeriods. Or, the oriqinal loan amount may be higher in relation to 
the value of the underlyinq enterprise than wou1t1 be offered by a private 
lender. 

Even if the ostensible direct loan value and maturity are not generous, 
repayment subsidies may exist. Deferral of interest, qrace periods, and low 
fees increase the value of the loan to the borrower, and cost the Government 
money. Default clauses may offer the borrower greater protection from 
foreclosure actions by the Government than c.lauses typically available from 
private sector lenders. 

Finally, dir'!ct loan proqrams may make credit available to borrowers to whol"I 
the private sector would not lend -- at virtua 1 ly any interest rate. undP.r 
virtua 1 ly any repayment terms. An examo le may "le loans for the start-uo and 
construction of subsidized cublic housing. 

Two sets of calculations of direct loan subsides were made in Special Analysis 
F, "Federal Credit Proqra~s.Q in the last two years. One, based on private 
borrowing interest rates, is charactP.rized as the value of the subsirly to t.he 
borrower. tt ist n'!verthe1P.ss, i~complete, because it compares the Government 
lending rate with the private fnterP.st rate for a high quality loan at standard 
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terms. It therefor~ does not include the additional subsidy from an unusually 
risky borrower, an unusually risky venture, or unusually risky terms. 

The second ITl!asure of subsidy is still more incomplete or partial. It compares 
the Government lending rate with the Treasury borrowing rate and therefore does 
not allow for any risk of default. As such, it does not measure the cost of 
the subsidy to the economy, ~ut the cost of the subsidy to the Government. For 
long-term direct loans made at very low nominal interest rates, this subsidy 
may be quite larae. In a few cases, such as a short-term direct loan at 
Treasury bill rates o1us a premium percentage, 1~ may even be ne~ative. 

8. Loan Guarantee Subsidies 

A Government guarantee of a private sector loan frees the lender of the risk of 
default. This has two important effects. First, it encourages private sector 
lenders to provide credit to borrowers who otherwise would ~e considered too 
risky. Second, the guarantee eliminates the full risk premium that lenders 
otherwise would charge. 

Both lenders and borrowers share the be~efit of the eliminated risk premium. A 
100% guarantee of principal and interest, in credit risk terms, is the 
equivalent of a direct loan from the r,overnment. Private lenders, however, 
will normally charge a rate for this loan above the Treasury's cost. of capital. 
In part, this will reflect some of the lean characteristics; t.he loan will also 
be less liquid than a Treasury instrument, and servicing and administrative 
costs are incurred. ~onetheless, t.he interest rate differential -- the 
difference between the Treasury's cost of capital and the comparable interest 
rate on a loan from the private sector -- wi 11 orobab ly be shared by both 
borrower and lender, instead of flowing entirely to the borrower as in the case 
of a direct loan. 

The two effects of the guarantee alter the allocation of credit in the market 
place. Furthermore, the Governm~nt's assumption of risk leads to outlays when 
borrowers default; this represents the program's direct costs to the 
Government. Just as with direct loans, the distinction between credit market 
effects and cost to the r,overnl'lent is important. Even when the Government does 
not bear the cost. itself, the credit ~arket effect may impose private costs by 
channeling credit and real resources from one sector to another. 

c. Estimates of Interest Subsidies 

The concP.pt behi~d the calculation o~ the value of a direct loan subsidy to a 
borrower is clear; as noted above, the practical measure of that subsidy is 
not. Nonetheless, the methods used in Special A~aly~is F rto orovide estimates 
of the relative depth of subsidies in individual direct loan programs and the 
relative distribution of the subsidies among the direct loan pro9rams. At the 
least, they orovide an ordinal rankinq o~ the subsinies. Subsidy estimates are 
not available for loan guarantee oroqraf"ls in Soecial Analvsis F, however, 
except to t:he extent that the Government oays part of the interest in the 
student loan insurance proqram. 

Since interest sub~idies occur throughout. the life of a loan, the measurement 
of the subsidies requir!s that annual future payments be discountP.d into a 
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single present value. By makin~ this calculation, it is possible to estimate 
what the cost of the subsidy is to the Government and the economy. 

The Special Analysis F estimates of the present value of interest subsidies on 
direct loans based on comparable orivate market rates, in 1982, are as follows 
for the three major sectors that receive almost all of the direct and 
guaranteed loans: 

Households ••••••• Sl.3 billion 
Agriculture...... $3.9 billion 
Business ••••••••• $2.0 billion 

These estimates almost certainly understate the actual subsidies to the sectors 
for many of the reasons noted abov~. The subsidy calculations do not consider 
the lower fees, longer grace periods, or longer loan maturities available from 
the Government. Nor do they consider the case where the Government would make 
a loan, but the private ~ector would not. 
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II I. ~a.ior Reasons for Poor Contro 1 Over Credit Proqrams 

There are four principal interrelated reasons for the growth in Federa1 credit 
program levels· since 1970.. First, p1"evious Administrations and Congress 
treated credit as virtually a free good, tlr at best, an inexpensive substitute 
for a grant or rl.irect purchase. Second, the budgetary controls over both the 
amount and subsidy of Federal credit activity were and are inadequate. Third, 
legislation was frequently designed to provide greater amounts of credit or 
higher subsidies than necessary to achieve the stated goals. Many of the qoals 
are poorly defined and thus encourage an excessively broad use of Federal 
credit resources. Fourth, poor program management may mean that program levels 
are higher than necessary. The full costs nf Federal credit activity are not 
charged borrowers, thus encouraging greater use of Federal credit. 

A. Credit as Free Good 

The most pervasive myth surrounding Federal credit activity is that it is a 
free good. The myth arises in severa1 particular sets of circumstances. 
Perhaps the most important set of circumstances is when the Government nrovides 
a loan quarantee. The loan guarantee is a contingent liability of the 
Government that ~ay or may not become an actual liability. I~ the case that it 
does not become an actual liability, which is to say there is no default on the 
part of the borrower, it may appear that the loan qu~rantee is a free good in 
spite of the fact that it reallocates credit and hence real resources ~rom one 
sector of the economy to another. 

Another set of circumstances in which Federal credity activity appears to be a 
free good is one in which the Government lends money at the Treasury ~arrowing 
rate, thus incurring no explicit cost. Another set of circumstances is one in 
which Federal agencies ear~ nominal profits. Suoporters of the Ex-Im Bank, the 
Tennessee Va11ey Authority, and other Federal agencies have routinely made this 
last claim. 

As noted in the section on subsidies above, there is a siqnificant opportunity 
cost to the private sector in. Federal credit activity even if the Government 
makes loans at the Treasury borrowing rate. 1.lhen the Government finances a 
direct lo~n by taxation, the taxpayer bears a burden and gives up real 
resources. When a direct loan is financed by borrowing, less credit is 
available to other private borrowers and, thus, they must forgo real resources, 
just as in the tax finance c:ise. Therefore, however the loan is financed, 
someone must be ~orqoing the real resources that are transferr~d to the favored 
borrower. A loan guarantee has this same effect of ~akinq less credit and real 
resources ava11a'lle to other private borrowers, even t.hough the funds do not 
transfer through the Government at all. 

A second fall~cy irwolves those agencies with siqnificant ~quity held by the 
Government. One reason that some lenrtfng aqencies make nominal orofits is that 
they value Government equity at zero ooportunity cost. Eximbank, for example, 
is required to take its averaqe cost of caoit.al into account when setting its 
lending rate. The billion dollars of U.S. Treasury equity, as well as retained 
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earnings of $1.9 billion, are usually valued at zero cost. Thus, although 
Eximbank 's latest marginal borrowing cost 1s above 10.5%, it lends to some 
borrowers at 10.0%.j/ It can afford this low rate at least fn part because ~he 
cost of equity is assumed to be zero. 1lle cost to the Government, however, of 
$2.9 billion on which it receives no rate of return is roughly $300 million 
annually at today's interest rates. 

8. Inadequate Budaetary Controls 

The treatment of credit as a free good is reflected in the inadequate budgetary 
controls over both the volume of lending and the subsidy amounts. 

1. Problems in ~he Uni~ied BudQet 

The unified budget, with its necessaY.ily strict adherence to cash flows, is 
inadequate as the sole management control tool for credit programs. It does 
not measure economic subsidies. It cannot orovide control over loan guarantee 
programs as these do not involve outlays except in the case of default. It 
can, however, be made to reflect Federal direct loans more accurately than ft 
does now. A major improvement in the unified budget would be to put the 
transactions of the off-budget FFB into the budget and to attribute the outlays 
to the agencies that use the FFB and are therefore resoonsible for the FFB's 
direct loans to the public • 

• 
Size and Growth of FFB Soending 

The prr:>b lem of contra 1 posed by tlie present budgetary treatment of programs 
.financed hy the FFB applies to a large volume of Federal activity. As shown in 
the followinq table, FFB outlays more than doubled from $6.4 billion in 1975, 
the first full .vear of operation, to $14.l lli11ion in 1982. By 1983, they 
decline to $10.4 billion. 

~/ The average Exi~bank lending rate for the last year is above 10.5~; it lends 
only to least developed countries at a rate o+' 10.0%. Howevt!r, until this 
Administration, Eximbank 's marginal lending ratP. had been significantly below 
i~s marginal borrowing rate. 
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Table 7.--0FF-BUOGET OUTLAYS 
{dollars in billions) 

Fiscal FFB as a 
Period FFB Other Percent of Total 

1974 ••••• S O.l $ l.3 7% 
1975 ••••• 6.4 l.7 79 
1976 ••••• 5.9 1.4 80 
Tn ••••••• 2.6 -0.8 144 
1977 ••••• 8.2 0.5 .94 
1978 ••••• 10.6 -0.3 102 
1979 •• : •• 13.2 -0.7 106 
1980 ••••• 14.5 -0.3 102 
1981. •••• 21.0 -* 100 
1982 ••••• 14.l 3.2 82 
1983 ••••• 10.4 2.0 84 
1984 est. 11.3 2.7 80 
1985 est. 10.4 0.8 93 
1986 est. 9.0 1.1 89 

As Table 7 shows, FFB outlays have comprised at least 80~ of the Federal 
Government's off-budget outlays since 1976. The problem of off-budget outlays 
is thus primarily a oroblem of the budgetary treatment of proqrams financed by 
the FFB. Under the July 1983 budget estimates, OMB projects FFB out 1 ays to 
decline from Sll.3 billion in 1984 to about $9.0 billion in 1986, orimarilv due 
to proposed reduced proqram levels b.v ttie Farmers Home Administration. 
Achieving these reducti~ns in off-budget out.lays will be difficult. One major 
reason is that the off-bunqet FFB outlays are not sub.iect t.o the same budgetary 
review ·and control they would ·!:>e if they were counted in the budget totals and 
charged to the agP.ncies that are responsihle for them. 

The magnitude of ".>ff-budqet FFB activity can be seen in terms of its asset 
holdings as well as its outlays. The assets held by the FFB at the end of 
June 1983 are sunmarizerl below: 



Table 8.--FFB ASSET HOLDINGS 
(in billions of dollars) 

Agency debt 
On-budget aqencies................ $27.4 
Off-budget entities............... 1.3 

Subtotal....................... ia.7 

Loan assets purchased from agencies. 58.6 
Lnans directly ~ade to the public... 44.7 

Subtotal....................... 103.3 

Total........................ 132.0 

13 

As of the P.nd of June 1983, the FFB had financed agency operations amounting to 
a net total of $132.0 billion. These are the cumulative results, from 1974 to 
the present, of FFB purchasing aqency debt securities, buying agency loan 
assets, and making agenc.v-guaranteed direct loans to the public. The FFB's 
purchases of agency debt are propP.rl.Y accounted for now. An agP.ncy incurs 
out 1 ays when it spends the proceeds .of its borrowing, not when it borrows. 
However, the $103 billion of loan asset purchases and direct loans made to the 
public constitute Federal outlays that ~ere not recorded in the budget because 
the FFB is itself off-budget. 

This $103 billion of off-budget outlays had to be financed by Treasury 
borrowing, :fust as did tt-ie budget deficit. It therefore added $103 billion to 
the debt borrowed from the public and to the amount of debt outstanding that is 
sub.iect to the statutory limit. Since agency rfebt is generally not subject to 
the statutor.Y limit, the replacement of agency debt in the market by Treasury 
debt also added to the total amount o" debt subject to limit. Thus, because of 
the FFB, these agency issues and guarantP.P.S are now properly reflected in the 
total public debt, and the Administration has publicly supported taking the 
next step and including these activities in the budget as well. 

The FFB's financinq is largely concentrated in a few agencies. As shown helow, 
in 1982 the Far~ers Home Administration and the Rural Electrification 
Administration accounted for more than two-thirds of FFB outlays, ~nd the 
foreign military sales credit program accounted for nearly t-ialf of the 
remainder. 



Table 9.--MAJOR USERS OF THE FFB 
(in billions of doll~rs) 

1982 -
Farmers Home Administration............. $4.9 
Rural E1ect.rif1cat1on Administration.... 4.5 
Foreign military sales credit........... 2.3 
Student Loan Marketing Association...... 0.7 
Low-rent public housing................. 0.7 
Other................................... 1.0 

Total................................. 14.l 
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The use of the FFB is the greatest evasion of the cash flow concept of the 
unified budget. The key improvement that we could make in our present budget 
process is, therefore, to attribute the cash outlays of the FFB to the 
appropriate agencies and programs 1n the un 1f1ed budget. The over a 11 budget 
totals '"°uld then rneasurie more accuratelv the true size of Government outlays 
and the Government deficit. Attribution of the FFB's outlays to each 
responsiblP. agency would improve control over the allocation. of credit 
resources among different uses, agency-by-agency and function-by-function. 
Alternative proqrams cannot be compared with each other unless their activities 
are consistentlv and fully measured. Failure to correct the current. treatment 
of FFB activity will continue ~he distortions, abuses, and lack of control over 
Federal 111!'1ding that have plagued prooonents of sound budget management "or 
years. 

For all of the above reasons, the Administration supports the basic intent of 
S. 1679, "The Honest Budgeting Act of 1983." Despite its importance, this bill 
would not by itself provide an adequate mechanism for contro11inq the credit of 
the agencies that use the FFB. Such a mechanism requires subsidy estimates and 
credit budget control, as discussed below. 

2. Problems with the Federal Credit Budget 

Control over Federal credit activity is most '!ffective at the point when the 
Government is obligated to provide a direct loan or a guarantee. This 
fundamental concept is the underpinning of the credit budget and has been the 
focus of Administration planninq. The Administration has consistently proposed 
gross limitations in its internal planning ceilings on the volume of new direct 
loan obligations and quaranteed loan cofl'l'llitments. 

Controlling the volume of new credit activity, .,owever, is only a half step in 
contro 1 Hnq its e~fects on the econor1y. The other ha 1 f' is contro 11 i ng the 
amount of subsidy provitied by the credit. The bar graphs in Chart 1 provide 
comparisons ~or some key direct loan proqrams between the level of new direct 
loan obliqations and the estimated present value subsirties of those direct loan 
obligations. As the graohs illustrate, a low level of direct loan obliqations 
does not necessarily mean a relatively low level of subsid.Y, althouqh subsidies 
and obliqations tend to move together. 
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An improved credit budget, therefore, should have two points of control. 
First, the aggregate ceilings for new direct loan obligations and (JuarantP.ed 
loan conmitments shoulrl be binding. Ceilings that bind are, at a minimum, 
necessary to curb the growth of Federal credit activity by forcing some degree 
of trade-off between the various types of Federal credit ac+.ivity. 

Second, a co!'mon metric of subsidy is necessary. Without this measure, 
proponents nf guarantee programs, for exa~le, will argue that they should be 
subject to higher limits than direct loan programs. Direct loan proQrams that 
charge higher interP.st rates than other direct loan programs w111 argue that 
they in turn should be s•Jbject to highP.r loan limitations than these other 
programs. Both the lack of a binding ceiling and the absence t'lf a formal 
measure of subsidy contribute to the poor control over Federal credit activity. 

c. Defective leqislation 

A third reason for inadequate control over Federal credit activity is 
progra"'"atic. Authorizing legislation for credit programs is frequently 
inadequate or defective relative to Administration policy. Among the frequent 
ma.ior flaws are: 

Program beneficiaries that are ill-defined. This allows loan program 
administrators a moveable feast. For exarnplP., the Rural Development 
Loan Fund of the Department of Health and Human Services, authorized 
under the Economic Opportunity Act, was initially developed to 
increase income and employment opportunities for low income rural 
residents. In fact, many of the actual recipients of the program live 
in urban areas. 

Interest rates and fees that are set in legislation and bear no 
relationship to market forces. nie Rural Electrification 
Administration Act, for example, had its interP.st rate set at 2% at 
the time of its enactment in the 1930's, which was above the then 
prevai1inq prime rate. It hardly reflects recent prime rates, 
however. MarAd's ship construc~ion guarantee fee, as another example, 
is set by law between 1/2% and 1% per annum. · 

The last example .:,.lso indicates the need for a measure of the subsidies in 
direct loans and loan guarantees as a point of contro 1. By spec if_ying the 
interest rate rather than the deQree of subsidy, Congress has no idea what the 
subsidy will be in the future. As interest rates rise, ~" do su,,sidies, 
wi~hout any Conqressional review or decision. 

O. Poor manage~en~ 

The final "verlapping reason for the poor control over Federal credit programs 
is poor admin1strat ion. Rudimentary risk ana 1.vs is, faulty credit standards, 
and defective credit approval processes result in higher de~aults and 
unnecessary program costs. Although it is not possible to place a dollar value 
on the amounts of delinquent or defaulted loans due to ooor manaqement 
oractices, 1t is no doubt siqnificant. In SeptembP.r 1983, the principal on 
delinquent loans owed the U.S. r,overnment was over $11 billion.· 
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IV. The Administration's Ob.iectives and Policy Issues 

In March 1981, the Administration lairl out an ambitious program to redress some 
of the flaws in Federal credit programs. The Administration's ~road objectives 
were: 

to reduce the impact of Federal credit activity on the nation's 
financial markets; 

to improve control over the allocation of credit and reduce its costs 
to the Government; and 

to improve program management. 

In the aggregate, the Administration has had only limited success in reducing 
the impact of Federal lending activity in the nation's financial markets. The 
participation ratio of net Federal and federally assisted lending 
(disbursements less receipts) to total funds advanced by "onfinancial sectors 
has increased from 20.2% in 1981 to an estimated 25.~ in 1983. 

The major credit oolicy issues given these objectives are: 

how to improve budgetary controls over Federal credit activity; anrt 

how to improve credit orogram administr.ation. 

A. Imoroved Budqet Leqislation 

Controlling credit activity will continue to be a sizeabl~ problem for the 
Administration anless credit is formally integrated into the congressional 
budget orocess. Attributing the outlays of agencies that uc;e the off-budqet 
FFB back to those agencies through legislation such as is required in S. 1679, 
is an important step. But, as long as lending aqgregates are not binding, 
there is a strong incentive to continue the practice of reolacing on-budqet 
outlays with off-budget lending programs. 

Recentlv, legislation was proposetf in the Senate to amend the Congressional 
Budget Act of 1974 in order to provide a statutory basis for including Federal 
credit totals in t.he budget resolution. S. 1582 "The FedP.ral Credit Control 
Act" woult:I "establish procedures for setting tar1Jets and ceilings in the 
congressional budget orocess for direct loan authority and loan guarantee 
authority •••• " This Act wou11 incorporate credit activit.v into the 
Congr~ssional budget procec;s by establishinq ~uidelines for credit budoet 
agaregates and functional t.otals similar to those for budqet authority, ~utlays 
and receipts. 

Ma1or provisions of the bill would: 

require that thP. first coricurrent resolution on the l)udget. include 
approoriate levels of new direct and guaranteed loan authority and 
attribute the authority level for each function; 

require that the conferP.ncP. reoort on the budget resolution include an 
allocation of new direct and guaranteed loan authority by Senat.e and 
House Comnittee; 
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require that any legislation specifying new levels of direct and loan 
guarantee authority shall not be considered until the first budget 
resolution is passed; 

provide for a point-of-order aqainst bills that exceed the totals in 
the second budget resolution; 

extend resc1ssi~n and deferral procedures to direct and loan guarantee 
authority; and 

specif,v that the President's budget oroposal include new direct and 
guaranteed loan authority and that the Administration submit current 
services esttmates for credit. 

Legislation has also been proposed in the House (H.R. 2076, •The Federal 
Lending Oversight and Control Act•) that would include binding credit 
aggregates in the credit process. There are four major differences between the 
Senate and House version. 

The Senate introduces "ew credit concepts -- direct loan authority and 
loan guarantee authority. This change recognizes that authority to 
make an~ guarantee loans must be provided before obligations and 
conmitments can be made. Authority, the_refore, should be the point of 
congressional control. Direct loan authority and loan guarantee 
authority are made analogous to bunget authority and are necessary to 
extend the procedures of the IIT!Doundment Control Act to credit 
activities. 

The Senate version of the bi 11 would extend the proced4res of the 
Impoundment Contro 1 Act to both direct and loan guarantee authority 
whereas the House version would provide impoundment control only for 
loan quarantee au+.hority. · 

S. 1582 soecifies that limitations must be included in aporopriations 
bills ~r else be subject t.o a ooint of order. This pr~vision enables 
Congress to review direct loan programs and establish appropriatP. 
activity levels ll!ach year similar to the process for rliscretionary 
spending oroqrams. 

The Senate bill 'requires that the President's budget include estimates 
of the outlays that will result from defaults in loan guarantee 
proqrams. In addition, it specifically defines direct loan authority 
in such a wa.v ttiat it exclud'!s the authority to purchase guaranteed 
loans that are in default by the Federal r;overnment. 

I" addition, the House Rules Conmittee Task Force on revising the Congressional 
Budget Process ic; also considering propo~als to inteqrate credit into the 
Conqressional Bud~et Process and to put. the FFB on budget. 

In orincip1e, the Administr~tion should support the general pr~visions of both 
bills to amend the Conqressional Budget Act, ~lthough the Administration would 
want to prooose technical a~endments to both bills. Integrating credit in the 
congress ion a 1 budget process is an important step towarrl contra 1 H nq Federal 
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credit activity. A key stumbling block has bP.en the fear of opening up the 
Congressional Budqet Act to chanqes because of other controversial issues that 
would arise. These issues include general enforceinent procedures and the roles 
of the budget conmittees, as well as procosals for a t.wo year budqet cycle and 
a capital budget. · 

Enactment of the basic provisions of S.1582 and H.R.2076 would not be a credit 
panacea, however. In fact, non-binding credit totals by function have been 
included in the budget resolution for several years--albeit at relatively high 
levels. In addition, the FY 198l budget resolution contained some of the other 
credit enforcement mechanisms that would be required under the proposed reforms 
of the Budget Act. Credit programs were al located by comnittee and sub,iect to 
the same point of order provision as outlays. With some exceptions, the 
resolution also called for points of order against legislation that provided 
lending authority not subject to appropriations. Despite the point of order 
provision, the Congress breached the supposedly binding credit tota1--just as 
it breached the "l:>indinq" outlay and budget authority totals for 1983. 

8. Admi"istration Initiatives 

One of the major gaps in controlling Federal credit activity is a clear and 
aqreed-upon set of guidelines for practical use in management and legislation. 
The only existing statement is OMB Circular No. A-70, which was issued in 1965, 
although a revised draft of A-70 was oreoared in 1974, but never issued. The 
present Circular pr~vides out-of-date quidance on the administration of credit 
programs and the Executive branch's oolicy on legislation. It is 1n "eed of 
revision due to the changes in financial markets and cr~dit proqrams since 
1965. 

A revised Circular should be designed as a clP.ar, agreed uoon set of 
Government-wide guide 1 ines on the administration of credit programs. This 
qui dance would also shape the Executive branch's reaction to both proposed 
legislation authorizing new credit programs and amendatory legislation for 
existing credit programs. Furtherrnore, it would provide the basis for 
Executive branch initiatives regarding new programs and amendments to existinq 
proqrams. 

~eissuinq OMS Circular No. A-70 is a major oolicy initiative. In order to make 
the Circular l'l!Ore effective, it should be endorsed by the CCEA. A full draft 
of Circular A-70 is now under ?Jreoaration by Of>1B staf.; with an expected 
completion date of February 1984. When the draft A-70 is completed, it will be 
reviewed by the CCEA. 

In the interim, the following principles, which have ~een oroposed ~or 
inclusion in A-70, ~re recorrmended for CCEA consideration and approval. 

1. Interest Rates on New Direct Loan Oblioations. There is no updated policy 
on the intP.rest rates that should be charoed for direct loan oblioations. 
Interest ratP.s ran~e from 2% in a few cases to rates marqinally above the yield 
to maturity on Treasury instruments. Low interest rates may frequently reflect 
the intended orogram qoal of providinq interest rate subsirlies. In many casP.s, 
however, wher~ the interest rate is speci~ied, t.~e subsinies ar~ qreater than 
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intended when the leg is lat ion was enacted. By specifying the interest rate 
rather than the subsidy, the sub~1dy is allowed to fluctuate with movements in 
market interest rates, without control or oversight. 

One means of regaining control over interest rate subsidies 1s to create 
benchmark interest rates that could be used by lending agencies. In line with 
the above discussion on subsidies, the appropriate benchmark rate w111 depend 
on the interest rate charqed a particular borrower for a given transaction by 
private ~inancial intermediaries. 

The recorrmended A-70 orinciple, therefore, is that lending agencies should 
calculate these benchmark rates, loan category by loan cateoor.v, t.,rough 
comparison with the interest rate the private market woulrl charqe. As an 
example, the Rural Electrication Administration could use the yi~lds to 
maturity on various categories of public utility bonds as one series o~ 
benchmark rates. The yield to maturity on Treasury instruments would not be an 
appropriate benchmark rate, as it is a risk-free rate. 

Subsidies could be provided borrowers through lending at a specified discount 
below the ma·rket benchmark rate. In our above example, if the appropriate 
benchmark rate was the yield on Baa public utility bonds, and that yield was 
14~, then an appropriate subsidy might be provided by lending at 90% of the 
benchmark rate. This would allow significantly greater control over interest 
rate subsidies than the previous practice of specifying a lending rate that 
does not move with market rates. 

2. Guarantee Fees. There is no·updated policy on the level of fees charged 
for ouarantees. I~ some cases, these fees are set in law and bear no 
relationship to either the administrative and servicing costs to the agency or 
the expected liability in the event of default. This means the Government 
bears costs that frequently lead to unintended subsirlies. 

The reconwnended A-70 principle is that quarantee fees should cover the expected 
Government liability 1" the event of default as ~e11 as administrative and 
servicing costs. This will require loan guarantee program administrators to 
estimate the exp~cted Government liability of their loan guarantee portfolios. 

·The Government wou11 still ~e providing one form of subsidy in that it would be 
bearinq risks ~hat the private sector was unwilling or unable to bear. 

In cases where it was deemed appropriate to provide ~urther subsidies, the 
subsirly could be defined through reference to the expected liability of the 
Government. The quarantee fee would be expected to cover a portion (e.q., 80%) 
of the Government's liability in the event of default in a loan guarantee 
oortfolio. The quarantee fee would still cover the full administrative and 
servicing costs. 

Agencies would also t,ave to charge fees in a manner that would allow the 
ad.iustment nf the fees in 1 iqht of cnnditions that increased the risk of 
de.,ault. As an example, fees could be charqed on an annual basis over the life 
of the quarantee rather than collected "up-"'ront" when the guaranteed loan 
co1T111itment is ~ade. 

3. Interest Rates on Guaranteed Loans. There is no updated policy on ~he 
interest rate that should be charqed by private lenders for guaranteed loans. 

l . 
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In some cases, legislation or agency oolicy requires that borrowers be 
protected against "excessive costs." As an example, there is a ceiling on the 
interest rates that conmercial banks who use an SBA guarantee rnay charge 
borrowers. The concern is that lenders covered by the guarantee may possibly 
benefit from monopolistic lending situations. · 

The reconmended A-70 principlP. is that the Gover~me"t should offer guarantees 
f'or loans by private lenders in a manner that enhances competition among 
lenders with respect to the effective interest rate charged the borrower. For 
example, potential lenders could be required to bid for the guaranteed loan 
transaction in order to assure the borrower of the lowest possible cost. 

4. Co-Insurance. Agencies frequently offer guarantees to private lenders of 
100% of the principal and interest. With respect to credit risk, the 
quaranteed loan is virtually the equivalent of a Treasury security. This may 
encourage private lenders to be less diliqent in offering and servicing loans 
protected by the guarantee. (We are "ot here considering guaranteed 
ob1igations of a type norma11y financed 1n the investment securities market.) 

In order to encourage greater orivate sector participation 1n guaranteed 
transactions, Federal guarantee coveraqe should be limited, to siqnificantly 
1ess than 100%. ~oreover, the quarantee should be structured in such a way as 
to preclude the Government from bearing more risk than the nomina1 guarantee 
cover woulrl suggest. One example of greater real guarantee cover occurs .when 
the Government's security in the event of default is subordinated to that of 
the private lender. Another example is ""hen the unquaranteed portion of the 
loan is repaid ahead of the guaranteed portion. Thus, in the 1ater years o-F 
the loan, the Government bears 100%·of the risk that outstanding principal and 
interest will not be paid. 

The A-70 orinciplP. would state that ( i) orivate sector lenders should bear a 
"significant" portion of the risk of default, and (ii) in the event of default, 
the.Government's claim or assets shoulrl not be subordi"ated to that of private 
lending. A "sig'lificant 11 portion could l)e defined as at least 20% of the risk 
of default. 

5. Guarantees of tax exempt securities. Federal direct or indirect guarantees 
of tax exempt securities offer investors in those guarantees double benefits: 
they pay no Federal tax and they bear no risk. This type of security is 
therefore a more attractive investment than U.S. Treasury instruments. 

A-70 would confirm the orinciple that Federal agenciP.s should not offer direct 
or indirect guarantees for securities that benefit from tax exemot stat.us, 
.except when rP.qu ired to do so ~Y 1 aw. 

Credit Manaqement InitiativP.s 

The general principl111s in A-70 shoulrf i,e buttressed by the cre<iit rnanagement 
initiatives of Reform 88. These initiatives, which are under t.he policy 
direction of OMS, include: 

A Federal debt write-o+'f policy and procedures proiect, rJirected by the 
Treasury Department, whic" is to develop uniform standards for 
assessi"q the statu~ of delinquent loans. The deadline for this recort 
is March 30, 1984. 
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A credit standards pro.iect, directed by the Treasury Department, the 
task of which is to develop a series of uniform standards for extending 
credit. The deadline for the report on this pro.iect is December 1983. 

A risk analysis project, directed by the Treasury Oeoartment, which is 
to develoo a model to evaluate the risks associated with lending 
proqrams. The deadline for a report on this pro.iect is December 31, 
1983. 

Other proiects include credit approval pro:fects led by the Veterans 
Administration (loans to individuals) and the Conmerce Oecartment (loans to 
businesses). 

One example of how the principles of A-70 and the credit management initiative 
complement one another is t.he connection between the A-70 principle on the 
level of guarantee fees and the crerlit mana~ement pro.iects on risk analysis and 
debt write-o~f oolicies and procedures. 

The A-70 principle with respect to guarantee fees is that these fees should 
cover the risks that contingent 11abi11t1es may become actual liabilities. In 
order to implement this principle, a consistent and uniform method of risk 
evaluation is needed. The objective of the risk analvsis task force is to 
develop such a model. Equally necessary is a method for assessing the Quality 
of the loan assets acquired through defaulted guaranteed loans. The objective 
of the debt write-off project is to develop a Federal policy for 111riting-off 
debt C)Wed the Federal r,overnment and to establish uniform write-off criteria 
and procedures for Governl'M!nt-wide application. 

In addition to the above reco111T1ended improvements to Federal credit policy, 
several other control ~echanisms need to be examined. 

C. Other Initiatives 

1. Exoand orivatization efforts. The Administration has initiated efforts to 
privatize several ~overnment-sp9nsored enterorises (GSE's}, ~ost notably FNMA, 
FHLMC, and SLMA. Although these efforts have had only limited success to date, 
they need to be continued. The most significant privatization problem 
encountered so far has been the difficulty in severing Government ties to a GSE 
with negative net worth (FNMA). GSEs have a natural reluctance to sever their 
ties, ~ut ~his tendency is particularly stronq when severance of ties would 
result ir1 bankruptcy. Although FNMA may be a special case, a orinciple that 
needs ~o be followed in all cases is to share the costs of privatization 
between the private stockholders and the taxpayers. Until strateoies that will 
fairly split these costs between shareholders and taxoayers ca~ be developed, 
the limits on the authorized activitiP.s of GSEs should be contracted where 
possible. 

2. A Unified Perspective on Bankinq-Type Activities. O"e ma.ior difficulty 
with crP.dit control is that there is no explicit trade-off between the unified 
budget and the credit budget. The United States Government enqages in a wide 
range of borrowinq and lending operations akin to banking services. When the 
joint efforts of the Treasury, the FFB, and the on- and off-budget lending 
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agencies are taken as a whole, a o1cture emerqes of the Federal Government as a 
net borrower from or lender to the public in any given year. 

This perspective might be useful 1n fash1on1nq credit control policies in a 
number of ways. One version is reconmended in the Conmittee for Econo~ic 
Development report, Strenq~hen1nq the Federal Budaet Process. The report notes 
that the real point of comparison between normal expenditures and lending 
programs is not the dollar outlay but the subsidy comoonent 1n the lending 
program. The report reconmends that the Administration place greater emohasis 
on measuring the interest subsidy elements in Federal loans and loan 
guarantees. The report also recornnends "careful further exploration of the 
proposal to put all Federal credit and guarantee activities in a national 
lending fund that would not be allowed to subsidize transactions or take ris.ks 
on its own account but would receive reimbursements from Government agencies 
equivalent to the cost of providing subsidized loans or guarantees nn behalf of 
these agencies." 

This approach, of course, presents conceptual and methodological problems. The 
difficulty of measuring subsidies is apparent. Nonetheless, the CED proposal 
merits examination as a long run alternative to the requirement of having 
seoarately a unified budget dependent on cash flow 1'1E!asurements and a credit 
budget dependent on the gross level of direct loan obligations and guaranteed 
loan corm1itments. 

3. Implement 1981 CCEA Reco"'"P.ndations. In addition to the systemic 
imcrovements recomnended in part IV of this report, a reform initiative to 
evaluate lending programs on a sector by sector basis is necessary. During the 
fall of 1981, OMB staff prepared five briefings on Federal credit for the CCEA 
Working Group on Federal Credit Policy. The briefings made scecific 
recomnendations for ma:for credit oroqrams in -Four sectors: agriculture, 
business, housing, and individuals. Many of the reconmendations, however, have 
not been carried ou~. The CCEA should consider the best means of implementing 
these recormtendations, the principles of several of which are sunmarized below: 

Credit Assi~tance to BusinP.ss 

Princicle. The private market is the best means of allocatinq credit to 
businesses.· 

Credit Assistance to Agriculture 

Princicle. The agricultural sector will be ~erved best by a sustained effort 
to develop independent, unsubsidized sources of funds. The long-term 
dependence of the agricultural sector on Federal credit assistance has removed 
a large ~roportion of the industry from the discipline of the marketplace. 
This has contributed to a range of problems, including (1) maintenance of 
inefficient farms that relv on Federal subsirliP.s; (2) little growth in private, 
non-subsidized sources of funds 'or agricultural uses; {3) over-invest.ment in 
caoital assets; and (4) rapid increases in land prices, whic~ increase start-uo 
costs for new farmers. 

I ' 
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Credit Assistance to Housinq 

Principle. The Federal housinq objectives of the 1930's and l940's may not be 
relevant for present and projected housing credit market conditions. One 
objective should be to strengthen the ability of the private sector to provide 
adequate credit for homeownership. Deregulation of thrift institutions and the 
development of innovative mortgage f1nancinq vehicles have assisted that 
process. Changes in Federal involvement in the "10rtgage markets to revise 
artificially restrained or augmented housing capital supply are needed. 

Credit Ass1stanc~ to Individuals 

Princio1e. Existing credit assistance to individuals should be revised and 
gui~ed by several assumptions. First, given that several programs that assist 
individuals ooer~te like entitlements, credit may not be the most efficient 
mechanism for providing subsirlies. Second, P.ligibility criteria are not 
specific enough to exclude recipients who have borrowing options other than the 
Government. Third, ~he private sector could provide some functions as well or 
better than the r,overnment. 
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V. Sunmary 

The CCEA is asked to endorse a two-pronged approach to controlling Federal 
credit act.1v1ty. The first approach is to support., in an active manner, both 
Senate and House legislation that will subject Federal credit activity to the 
rigors of the budqet process by setting binding limits on new direct loan 
obligations and guaranteed loan conmitments. 

The second aporoach 1s to improve credit program ~anagement. OMS Circular No. 
A-70, Federal Credit Policy. would ~e drafted by February 1984, consistent with 

.the general principles noted in this oaper and subject to further review by the 
CCEA. The credit ~anagement initiatives of Reform 88 are expected to buttress 
the policies outlined in A-70. 

l l 
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Appendix Tabl' 1.--~ET FEDERAL CREDIT ACTIVITY ANO TOTAL FUNDS AOYANCEO AHO RAISED 
(dollars In billions) 

Est l•ates 
1970 1971 1972 1973 1974 1975 197'11 1977 1978 1979 1980 1981 1982 [981 1984 

Direct loans: 21 - -- -- -- -- -- -- -- -- -- -- -- -- -- --
. On-budget •.• : .•.. ,.... l.O 2.0 3.0 0.9 l.3 5.8 5.3 2.6 8.6 6.0 9.5 5.2 9.1 5.2 (0.3) 

Ort-budget. ........... ___:::: -=.:: -=.:..:. _Qd __..!!.:! -1..:.Q __!d ~ ....!Ll ll.6 _!!.:1 20.9 14.l 14.4 10.4 

Total direct loans. l.O 2.0 3.0 1.0 4.l 12.8 14.6 11.6 19.8 19.6 24.2 26.1 23.4 19.6 10.I 

Guaranteed loans........ 8.0 16.I 18.9 16.6 10.l 8.6 11.0 ll.5 13.4 25.2 31.6 28.0 20.9 55.8 48.9 
Government-sponsored · · 
enterprise loans rnsEs) ~ _::L1 _Qd ~ ....!Ll ~ _1:Q -1!.d. -1!4 28.l 24.l 32.4 ..Jl.:.! 55.5 56.2 

Advanced under Federal 
auspices ........ : ...... J7.2 16.5 22.0 26.l 25.5 27.0 28.6 36.8 58.4 72.9 79.9 86.5 87.7 ll0.9 115.2 

Total funds advanced In 
U.S. credit •arkets 11. 93.6 125.7 151.9 198.2 187.5 177.9 307.9 308.3 383.4 426.4 166.4 427.2 408.7 NIA NIA 

Participation ratio 
(¥).................. 16.l 13.l 14.5 13.2 13.6 15.2 9.3 11.9 15.2 17.l 21.8 20.2 21.5 NIA NIA 

Federal borrowing frOll 
the public............. 5.4 19.4 19.4 19.3 3.0 50.9 100.9 53.5 59.l 31.6 70.5 79.3 135.0 216.0 194.0 

Guaranteed borrowing.... 8.0 16.1 18.9 16.6 10.3 8.6 11.0 13.5 ll.4 25.2 ll.6 28.0 20.9 55.8 48.9 
Goverfllllent-sponsored 
enterprise borr~lng... f.5 -2.l 0.7 10.6 10.9 5.3 5.5 12.0 21.4 21.9 21.4 34.8 43.8 53.5 55.0 

Federal and federally 
assisted borrowing: .••. }7.9 ll.5 ]9.l 46.5 24.2 64.8 117.4 79.0 93.9 80.7 123.5 142.t 199.7 325.3 297.9 

Total funds raised In 
U.S. credit •arkets II. 93.6 125.7 151.9 198.2 187.5 177.9 307.9 308.3 383.4 426.4 366.4 427.2 408.7 NIA NIA 

Participation ratio 
(¥) •••••••••••••••••• lg.I 26.6 25.7 23.5 12.9 36.4 38.l 25.6 24.5 18.9 13.7 33.3 48.9 NIA NIA 

Tr-'l'nc1udes Transftro.l'Quarter 
~I Data are frllll the FY 1984 Budget, released In January 1981. Loans are 11easured on a net basts (disbursements less repa)'llents). 
}I Actuals from Federal Reserve Board Flow of funds Accounts. Nonflnanctal sectors, excluding equities. 

------·-·----------- ... - ... ------ ----------------

90:84 
Noveinber 10, 1983 



Appendix T1ble Z.--"ET FEDERAL CREDIT ACTIVITY ANO 
• . TOTAL FUHPS RAISED UNDER FEDERAL AUSPICES · 

(doll1rs In bllllons) 

1916 !l 
Estl•lles 

1910 1911 !ill 191l 1914 1915 1911 1918 1919 1980 1981 . 1982 198) ml 

Feder1I borrowing for 
direct IHns: 
On-budget •••••••••• 1.0 2.0 1.0 0.9 l.l 5.8 5.l 2.6 8.6 6.0 9.5 5.2 9. l 5.Z (O.l) 
Off-budget ••••••••• --=. __:_:.:. __:_:.:. _!hl _M ~ __!J ~ -1.Ll ll.6 14.7 20.9 _l!J 14.4 _J.q~ 

Tota I direct 
10,ns ... ~ ..••.. l.O 2.0 l.O l.O 4.1 t2.8 14.6 11.6 19.8 19.6 24.2 26.I 23.4 19.6 10.I 

Guaranteed borrowl~9. 8.0 16.l 18., 16.6 10.l 8.6 11.0 ll.5 11.4 25.2 ll.6 28.0 20.9 55.8 48.9 

Governn1ent-sponsored 
P.nterprlse borrowing ~ ~ __!hI 10.6 10.9 _L1 ~ 12 .o -11:.! 21. 9 -11:.! ..1!:! _ti:.! J!:j ~ 

Tot1l 0 Federal ind 
fede~1lly assisted 
borrowing allrl-
butable lo credit 
1ctlvlly j/ .•.... 15.5 16.0 2~.6 28.2 15.l 26.7 ll.I 11.l 54.6 66.7 71.2 88.9 88. l 128.9 114.0 

Tot•I Feder1I and 
federally"1sslsled 
borrowing l/ ....... 17.9 ll.5 19 •• 46.5 24.2 64.8 ll7.4 79.0 91.9 80.7 123.5 142. l 199. 7 125.l 297.9 

Part lclpallon 
ratio (S) j/ ..•.••.. 86.6 41.8 51.8 60.6 104.5' 41.2 26.5 47.0 58. l 82.7 62.5 62.6 44. l 39.6 38.l 

--------------
!I Includes Tr1nslllon Qu1rter. 
~I federal and feder1lly 1ssl~led borrowing (feder1I borrowing frOll th~ public, borrowing for gu1r1nteed loins, ind 
overnnient-sponsored enterprise borrowing). · 

11 Net direct IQ1n out hys ire treated H If they were flHnced by direct Feder.I borrowing from the pub lie. 
-·--- ...... -------------------------------- --------------------------------------

lfi:R4 
11iw·~11h1•1· ·•• I •Ill\ 



Appendix Table 3.--DIRECT LOA~ OBLIGATIONS ANO GUARANTEED LOAN COMMITMENTS 1970-1982 
(in millions of dollars) 

lirect Loan Obligations: 
0'1-l>udget .. , •••••••• , •.••• , •..•••• ~ ••.••••••••.••..•••• 
Off-budget: 

FFB ..•...•.••..•.•.•••••.•.•••••. ,, ••••••••••••. ~··· 
Other • ..•...... ~ .•... ~ , , .... ~ . , • , • , ~ • ~ , .••..... · • · · · 

I 

I 

Total gross direct loan obllgattons ••••••• 1··· 
Less loan assets hel~ by the ffB ••••••••••••••••••••••. 
Less repurchases of loan assets from the FFB •••••••••• 

Total net direct loan obligations ••••••••• ~ ••• 

uaranteed Loan Conm1tments 
5ross guaranteed loan conmitments •••••••••••••••••••••••• 

Less secondary guaranteed loans •••••••••••••••••••••••• 
less guaranteed loans held as direct loans by: 

FFB ••.••••••..•••• , .........••.. , .• , •.••••.••.•••••• 
G NMA. • • •• ~ •••••••• , •••• , ••••• , • ~ ••••••• , •••••••••••• 

Total primary guaranteed loans •••••.•••••.••••••• 

!mo: C~l lable capital ....... I! ••••••••••• ~.~ ••••••••••• ,. 

1970 

10,444 

---
---

10,444 

---
N~ 

10,444 

27.920 

438 

27,482 

N/A 

1971 

10,451 

---
---

10,451 

---
NlA 

10,451 

N~ 

N/A 

N/A 

38,547 

N/A 

1972" 1973 

8,498 8,749 

--- ---
2,967 4.546 

11,465 13,295 

--- ---
N/A NlA 

11,465 13,295 

44.808 36.411 

3,518 3,607 

1.144 41 11a 

34,146 28,026 

N/A N/A 

211 :84 
October 3, 1983 

1974 

13. 351 

128 
5,8~~ 

19,305 

2 
NlA 

19,303 

35.276 

4,375 

128 !/ 
11 528 

29,245 

N/A 



Appendix Table 3.--0IRECf LOAN OBLIGATIONS ANO GUARANTEED LOAN COMMITMENTS 1970-1982 (continued) 
(in millions of dollars) 

1975 1976 1977 1978 1979 1980 1981 
~irect Loan Obligations: 

On-budget •••••••••• ~·· 23,044 20,654 25,312 35,233 33,924 39,608 40,857 
Of f.-budget: 

FFD ••.• ~~·······•·· 6,958 13, 130 19,042 21, 716 16,045 22,188 30,269 
Other . •.•••••• ~ . I! •• 4.907 1,555 1,467 1,382 1,434 1,395 1.216 

Total gross •• 34,909 35,339 45,821 58,331 51,403 63,191 72,402 

Less loan assets •••••• 5,055 ~/ 2,036 ll 7, 116 ll 8, 716 ll 10,911 ll 12.110 15,208 
Less repurchases •••••• _Jjj}._ ~ti/A. N/A __ N,/A N/A _N/A _Jjj_A 

Total net. ••• 29,854 33,303 38,705 49,615 40,492 51,081 57,194 

iuaranteed Loan Comi tments 
Gross Guarantees •......• 50, l 72 51,578 90.172 96~5~6 146,453 . §/ 170, 164 .§/ 152, 729 

Less secondaries •••••• 5,905 9,188 p,255 17,636 42,360 64,393 44, 113 
Less GL held as OL: 

FFB •. ~·········; ... 6,958 13, 130 19,042 21, 716 16,045 22,188 30,269 
GNMA •• ••••••••• , ••• 6.84~ 3,113 2,092 2,197 _b053 2,195 1,832 

Total primary.~. 30,467 6/ . - 26,147 ~/ 51,783 ~/ 54,987 85,995 !/ 81,388 !/ 76,515 

emo: Callable capital •• N/A N/A 737 882 883 !/ 830 !/ 1,133 

ource: Special Analysis on Federal Credit Programs, 1970-1983. 

1982 

40,057 

26,232 
1,284 

67,573 

12,630 
7.387 !/ 

47,556 

118,325 

36,382 

26,232 
1,985 

53,726 

2,340 

I This number reflects the comitments for ff8 to disburse l()ans, consistent with current accounting practices. It is 
ot FFB disbursements, which were $102 million. 
I Estimated from Table E-5, FY 1977. 
I Loan assets were published in FFB table but not deducted from direct loans prior to 1980. 
I Repurchases deducted only since 1982. 
f Published total adjusted for callable capital, which in other years is shown as a memor-andum entry. 
' Puhl ished totals for primary guaranteed loans included FFB guaranteed loans held as direct loans 1n 1977 and GNMA 
lndem and ffB in 1976 and prior years. These data are adjusted for those deductions. 
>te: This table does not adjust for programs (Ex-Im Bank, Housing for Elderly or Handicapped, etc.) whose on- or 
:f-budget status changed over the period. If used to present detailed levels of on- and off-budget activity, rather 
1an the totals, those adjustments must be made to the table. 

2rr:04 
October 3, 1983 



i\clptndix Tablt 4. Ntt Dutliys for an ' Dff-Budg1t Dirtet Loans by Stctar 197: ·1982 1/ 
fin 1illioas of dallusl 

Housenalas, ?erscnil Trusts and ~onprc+its 

Low-rent public housing ••••••••••••••••• 
SHftA Tand11 ••••••••••••••••••••••••••••• 
VA housing •••••••••••••••••••••••••••••• 
Other housing proqraas •••••••••••••••••• 

SuDtatai, Housinq ••••••••••••••••••••• 

E:ucatian ••••••••••••••••••••••••••••••• 
Heilth •••••••••••••••••••••••••••••••••• 

Total hausahalds •••••••••••••••••••••••••• 

!nternitianil: 
Z~ternatianil iSSiStanct •• , •••••••• ,,.,. 
!nternitianal ~evelop11nt assistance •••• 
i:x~crt !i.port Bir.k •••••••••••••••••••••• 

·3ulltatil, Int' l Bus ................. . 

Sen er al: 
::~no11c deve!apaent id1inistritian ••••• 
· Interi ar ••••••••••••••••••••• -••••••••••• 
Raiir~aa proqr;as ••••••••••••••••••••••• 
Jlher· tril1sportat1an •••••••••••••••••••• 
v;.. insurance •••••••••••••••••••••••••••• 
F~deril ueii. rnsur. Corp •••••••••••••••• 
Feaeral Hoit LJin Bink Soard •••••••••••• 
sa~tS•.is •. loan 1nsur. fund .............. . 
·:SAidiSiStar ~Oin! •••••••••••••••••••••• 

US ~a1!••Y ~ssac •••••••••••••••••.••••••• 
iat. Ocl!ift. ~~tics. ~d11n .•••.•.••••••• 
;tit •. Can •. Cr!d1 t 3in.k ••••••••••••••••••• 
~fat. :r~1 t i.Jn!on Ptd1in ••••••••••••••••• 
~!"!i:ur· ••.•••••••••••••••••••••••••••••• 
:!ar~d •••••••• _. •••••••••••••••••••••••••• 

!u.:J tat il, ~t:!\. 31JS ••••••• , , ••••• , •••• 

~iir;·~ ...••..••........•••.........•.••••• 
••1A 
I o1pt, e et 1 e e et e e I e et I 1 It I I I e e I e e e I I• I''' I I 

P.uril ~~ec. '• 7ei. iieval·•· ~una ••••••••• 
~·Jril. iei. a.n~ ........................ . 

:..:a'tct1l. ;jtll ~tie! .......•.......... 

197' 

(41l 
2,327 

17 
27l 

2,576 

.J-01 
407 

1,504 
z,:1: 

4 
17 
39 

1 
41 

100 
l ~Z60 

187 
1a 
34 

!!o9\ 

•"' ~·' 
l .. q 
4. ....... 

;CV 

1976 

ZS 
12601 
<lSB> 
648 
z..eg 

525 
97 

97•> 

1,::9 
4U 

1,207 
2,849 

.. .. 
25 

159 
I 

:o 

-... 
TI'2 

.... ..... 

1977 

':61 
11,2581 

1183l 
1190 

U,6S8l 

1,660 
128 
Wt 

2,234 

f!,S:9l 
113 
34 

943 

:o 

1.a:1 .. ~ 
I! 

1 ....... 
•• i:'o 

1978 

1281 
20 

270 
:ti a 

SH 

2,379 
10 
12 

2,421 

Z04 
.-42 .... 

01 

<73i 
46 

209 

ao4 
lli 

1979 

11701 

s:o 
49 

1,077 

:.1% 
bl 

~09 

2,S68 

58 
28 
66 

(1011 
48 

... 
"' 

! I 
!lla1 .,., , .. 

21 
.... ,... .. =""~ 
• •. ".,al •• ~., 

i3S l2S 
.. C'~~ .. ..,. 
....... .,01"' 

1?80 

1,021 
(5) 

949 
I, 965 

465 
18 

2,448 

2.a1a 
11: 

1,906 
4,330 

87 
17 

170 
29 

119 
306 
562 
354 .. ..... 
11.J 

.. .... 

!91 
:,olS 

1981 

90 
4 

124 
2,006 
2,2:4 

4')6 
38 

166 
:,Ol7 
4,530 

.22 
143 

35 
q2 
(45) 
!Si 
34·~ 

1,100 
1::01 

i. 3(1:, 

?~ 

4, o.+i 
14·; 

',o9S 

1982 

<W 
!2'91 
251 
631 
602 

641 
(9) 

1,234 

2,?&S 
100 
i6l 

3,828 

1104) 
1 
~ 
31 

123l 
274 
<Sol 
~93 

!S71i 
\42} 

' .. ,o., 

4 
a9 

4,!97 
11)2 

ut. 

1993 

i6401 
mo1 
!1071 

(1, 1:71 

470 ..... 
•.J 

(6441 

1?84 

1681 
2'9 
1~2> 
1l91l 

294 
2 

1951 

l,Z99 -4,697. 
&o 64 

915 1,216 
4,230 S,977 

(-401 120l> 

So SS 
" Jo 

I 1-41 (14) 
(51} 131) 
(481 11rn 
1'2 (251l 

\3:2}. i274> 
(64l (lll 

42 
!Sl 

... .,;., 

·:1~1j 

S, 198 S~ 115 
17: 171 

ei.~Oi 5.~79 

r.Jtii ~·lstn'!!s;............ •• ... . • . • • • • • • • . 4,bJO 9,1~4 a.n: 10,424 io,:4o 



Fsrt Business: 
~iraers Ho1r i:td1in1stration ••••••••••••• il,3951 5,078 5,081 7,909 9,:ao 6,976 a, ;12 4,164 !,595 6-to 
CCC •••••••••••••••••••••••••••••••••• ~ •• (440) 625 2,626 2,729 ~94 !~81 !?20> 6,:25 4,Sa2 (2.0Z!i 
~.L. 480. I I I I I I I I I I I I 111IIII1 I I 1III1111 I 51, 793 587 !40 olO 651 544 590 531 54a 

rat al Fart Ousintss ••••••••••••••••••••••• 11,l26l 6,496 9,294 11,2:a 10,484 ii,S69 a,5la 11, u79 a,soa !S3li 

---=-:mmr===-==sz= ---==-====2=' =2 == r=:zr= ==:2~=-=--====-=====i=======z-----====--===== 

;otil Htt Sjctar Oirect Loins ••••••••••••• 6,374 11,719 10,900 :0,210 1S,i21 20,966 22, 43: Zl,07: lS,:SS 9,:20 

Gther Direct loins •• Y ................... 6,426 2,885 ~ i420l 894 
... _ 

S,638 2,rn 1,309 751 .J~ .. ~, 

TOTAL OI~ECi LOAMS •••••••••••••••••••••• 12,St>O 14, 604 U,5l3 19, i96 19,1115 Z4,ZOl :61 0-n 23,452 19,597 10,071 

l/ Source: Special Analysis F, 1976-1983. 
!/ Other refers to both other sectors and unattributed FFB activity. Figures for 1976-1984 

attribute both loan asset sales and loan guarantee originations back to the responsible 
agency for the Foreign Military Sales credit program, REA and FmHA. Data could not be 
disaggregated for 1975. ·Data for guaranteed loans, presented in Appendix Table 5, has 
been adjusted accordingly. · 



Appendix iabl! ~. Ntt Loins Guuil!teed Laills by SKtor 1975-1982 l/ 
!in 1illians of dallit'si 

Households. Pers. irusts, ind Nonprofits 

~cw-rent ?Ublic housing ••••••••••••••••• 
FHA ••••••••••••••••••••••••••••••••••••• 
VA hausinq •••••••••••••••••••••••••••••• 
Dth1r housing ••••••••••••••••••••••••••• 

3ubtotai, haus1nq •••••••••••••••••••• 

Educatian ••••••••••••••••••••••••••••• o. 

Heilth ••••••••••••.••••••••••••• 1 ••••••• 

Total :-tcusthalas •••••••••••••••••••••••••• 

Business: 

!nttrn&t!onal: 
!ntern&tianal sec:lrity •ssistil!c1 ••••••• 
International d1velap11nt assistillce •••• 
Ex?art I1port S1nk •••••••••••••••••••••• 

Sui:ltatal, !nt'l Bus •••••••••••••••••• 

Gtr.t!"il: 
Ecor.001c aevelopatnt adainistration;,,,, 
N&t. Oceill. ~ ~t1es. Ad11n •••••••••••••• 
~efense ••••••••••••••••••••••••••••••••• 
Interior ..............•.....•.•......... 

71: 
111 

5,osa 
56 

~,167 

608 
~5 

m 
ao 

1,021 
1,a42 

-. 

Federil snip financing.................. 700 
rr.nsport•t1an.......................... m 
t:AS~ .•.•.•.•.•.•.•••••.•.•.•.••••••••••• 
Nat. Cre~1t Union ~•in .•••.••••.••••.•• 
SB~ .. Sus. ! oan ~· t:'!Vl!!t. fund............ 93 
Si~ldi iister· .......................•.... 
·3BAipol!:.:t1cn •.•••. •......•...••.•.••••• 
red. Savings ~ Loan ins. ~orp........... 1,4~4 

Subtotal, qeneril ~u!................ :,!89 

::::;..I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I ::s 
:~er;·1 ................................. . 
., .. 
••'"·I I I I I I I I I It t I I I I I I I I I I I I I I I I I I I I I I I I 

;;lot:itai. :.1~1i1t1es .................. . 

·:peciai: 
C~rv1iar .........•....•...•.............. 

1976 

574 
2,240 
ti.n9 

11,:6111 
s,::7 

8,6S9 

i45 
!46l 
9~ 

1,6l4 

av1 

:.:s1 

7otil Sus1ne!s............................ 4·, ..JSO 4, ?:1 

;: ar" Pvs1 ne!s: 

1?77 

477 
4,86.J 
1,101 
tl, 0l5) 
11, 46i 

l134l 
105 
:11 
3oa 

,. 
• ..1 

... 
~I 

084 

' .;. 

1978 

!o5 
4,'S'17 
9,871 

!5151 
13,098 

01: .,., ... 
13,7:3 

il03l 
62 

!n4l 
<:ITT! 

74 
21 

4 
451 

a2 
190 

1, :1.; 
!li 
lb 

:.o4S 

' .;. 

;sr11ers ~cu .:.eunHtrat1or.............. ~.lOo \l,i04i i!.~J1l ii.41:> 

1979 

483 
11, ?22 
S,364 

!315) 
:0,454 

1,986 
b 

Z:,446 

!Sol 
49 

1,179 
1, 142 

630 
SB 

l3l 
:1 
2~6 

lSir 
4 

78/J 
iZJ 
41) 

1,440 
14, 401 
l0,:71 

!1691 
~,943 

10,1n 

152) 
42 

l,SS6 
!,SU 

i86l 
irS 

14 
494 
51~ 
107 
H 

·~q~ 

\ll 
;q 

1?81 

1,0S2 
10, ~94 
o,434 

:s 
1a, ~as 

a, \l21 
43 

2o,552 

93 
71 

766 
?30 

113 
21 

-. 
!2! 

~:s 

l.·JOo 
111 

sa 
l. :~9 

!VI) 

:.:11 

!1)J 
1.::3 
~-­,;,..u 

l .~1s 

1?82 

3,:H 
o,ao1 
,, 171 

Zl,088 

1:01 
16l 

(914) 
mu 

i70l 
118) 

24 
6ii9 
169 
1:0 
( 1:1 
1301 .. 

.j 

so 

845 

....... 
l ~-.J• 

mo; 

est. 

1983 

2,219 
Z9, lo9 
17,075 

Z,900 
1:4 

51,497 

1201 
252 
490 
722 

!82l 
15 
2 
2 

125 
!au 
!75 

i5l 
12491 

131 
l!O 

49 

1984 

1,S78 
26,325 
18,314 

Z,300 
126 

48,943 

!20) 
293 
510 
783 

!SO> 
(Ul 

4 
13 

125 
(941 

1140) 
(3j 

13901 
I:) 

lSO 

564 
zn 
i81 

i' )lj 

.... ,... t ~~ • 

•• ~J.J 1'"''· 

1.1631 t::3> 



CCC ••••.•••••••••••••••••••••••••••••••• 1:!4 oS2 1,298 645 j,339 (412} 

ictil Far1 Bus1n1s! •••.•••.••••••••••••••• S,108 11, 104i u, 4391 ( 1. 492i 188 l,018 1n 175 3,220 !63S> 

=---- -z== =:s::::::-z-==::m::::z:armrm ::m::s::s:===s==---==~=--:1:2=~-= :a::armmaaa:ass:::::z 

Total Mtt Sectar Suil'&nteed ~aills ••••••••• 16, 7:4 12,SOii 1:,:n 1:, 911 26,792 ~,?BS ti,ao4 22,!69 S6,S26 49,679 

utner Suirantetd Laills.;a/ •••••••••••••••• 1a, 124> 11,:0&1 160 <:Sll !l,s:o1 14,!SSJ IS,332) 11, 71S> (747) 1879> 

TOT:.&. GtJARAHTEE!> LOAHS •••••••••••••••••• S,600 11, 000 1S,4S2 1:,;ao :~,:n 31,~00 11,977. 10,a:ii ss,n9 48,SOO 

1/ Source: Special Analysis F, 1976-1983 . 
"ll Guaranteed loans that have not been attributed to above sectors and unattributed FFB 

activity. See footnote 12 in Appendix Table 4. 



Aoptndix Table b. Net Gov1rn1ent-Sponsartd Enterpris1 Activity oy Sector 19~·1982 ~ 
lin 1illians of dollit'sJ 

Hauseilalds, ?ers. Trusts, ind Nonprofits 
FNRA •••••••••••••••••••••••••••••••••••• 
FfflllC ••••••••••••••••••••••••••••••••••• 
FffLBS ••••••••••••••••••••••••••••••••••• 
SL~A •••••••••••••••••••••••••••••••••••• 
~ederal lilld ~inks •••••••••••••••••••••• 

3,:04 
2,1S6 
1,157 

S1 
s,o~ 

~djustlent ta households •• Y, ... . .. .. . . .. . ll,S68l 

1976 

2,82' 
6Sl 

ma> 
176 

:,111 

1,001 
2,070 
t:.m 

117 
2, 941 

!~11 2,?0l 

1978 

ii,974 
4,412 

12,057 
192 

J,047 

1979 

7,983 
5,0U. 
9,asl 

529 
5,057 

1980 

6,458 
l,127 
6,454 
1,ll39 
a,na 

1981 

4,G,O 
339 

:0,516 
:,0,2 
7,2!0 

1982 

17,259 
16, 983 
2,411 
1,689 
6,053 

Ht. 

:S,591 
1S,a40 
1:, 943> 
1,928 
o,ll4l 

!650) 

1984 

24,979 
1s,a'" 

1402) 
1,078 
6,1ii 

987 

ratal households.......................... 6,327 ,,676 &,491 26,511 24,1)71 19,972 29,690 43,847 51,909 ~,276 

F'u.11 Business: 

Far11 Credit Ad11inistration: 
Sanks for Cooperativts............... 6SB 
Federal !nter!t0iat1 credit banks.... 1,540 

~djusher.t ta Fara business •• Y, ... ..... .. 

768 
l, 703 

882 
Sll 

1,101 
2,370 

a2s n1 
3,m · t,9n 

1337) 1,394 
!1Hl :,305 

!46) 

1,192 
2,n2 

ratal Fir~ 9~sines1....................... 2,178 2,656 2,471 1,393 S,47! 4116S 2,750 i497l S,699 3,964 

7otal i<et 5Sc Loans....................... a,S05 S,3:2 10,162 27,904 :7.542 :4,1:7 32,440 43,3'51) 55,508 So,240 

roTAL SOVERHPIEMT-S?GHSuREJl t~TERPRISES.. a,sos B,334 11,~53 27,904 27,542 24,!:7 ::.440 43,~0 55,508 56,240 

l/ Source: Special Analysis F, 1976-1983 
!:I Adjustments are primarily deductions for activity by GSE's that are also attributable to 

guaranteed loan programs. A small proportion of the adjustment is also intra-GSE 
financing. 



AJ!plfldix Tibl1 7. Net F!deral Cradit Activity by Sector l975-19B2 
iin 1illians of aailirsl 

ut. 
197' 1976 1977 1978 1979 1980 1991 1982 19Sl 1994 

Net ilirect and Guu an teed Laus 
Housi!balds, Trusts and Nonprofits •••••• 10, 000 9,559 11,057 14,547 n,sn 32,620 29,210 z:,m 50,853 48.348 
Business ••••••••••••••••••••••••••••••• 9,llli 9,274 . ~,280 9,834 11,308 1&,447 17,490 10,ooa 12,227 11,617 
Far• SusintSs •••••••••••••••••••••••••• 3,7&2 5,sn- &,855 9,740 10,672 7,SB7 9,52? 11,Z:4 u,n4 I 1, 40a) 
1lther .•••••••..•. ..•...•.•...•••.....•. ! 1, .>98) 1,379 793 mu <656) !1,lSU 12,194) is04 562 U2S> 

iatii Federal Crellit Activity by Sector 

Households, Trusts and Nonprofits •••••• 16,327 15,2~ 19,548 41,058 47,:94 52,592 58,910 66,169 102,662 101,124 
Business ••••••••••••••••••••••••••••••• 9, 31& 9,274 6,280 9,~4 11,zo9 l&,"7 17,490 10, 068 12,'227 11, 617 
Far1 Business •••••••••••••••••.••••••••• . 5,960 8,048 9,326 11, 139 14,143 12,052 12,279 10,7!7 15,433 2,498 

F!aM of Funds by Sector l/ 

Households, Trusts and Nonprofits •••••• 43,658 96,428 126,443 159,989 181,895 lZ:,400 1n,zao 82,587 NA NA 
Business •• ".'J:j •••• 1 ........ · .... · · .. · · · · 

SS,~1 6o, 112 87,:so 117,764 134,aoo 108, 595 149' 152 12',868 NA NA 
- 9 - 3 9,653 12,258 13,l76 13,255 :~,479 18,~53 19,333 11, 126 NA NA rirt us1.neu •. ......................... 
Other •••••••• •••••.••••••••••••••••••••• 71,217 144,216 88,365 47,943 aa,aa1 114, 3:6 116,211 177,612 NA NA 

TOTAL •••••••••••••••••••••••••••••••• 181, 929 l19,014 31~,564 na,a51 425,Sol 36c,374 HS,056 401,193 NA NA 

==--.s:::s::zz:::::::::s::sa:::::sz:cs--m:z::m=::a.s==--a::sr::: ====-====,.·-:=::zz:=====-=====s==========- =- a: 

?artlcipat!~n F.at1os by Sect~r i in percent) 

lil~ ·4'-· • '/0 !9i7 1973 1'?7'1 1980 1981 i982 

:ltt ihr!ct inll 6uirant21d i.oans 
:!auuhcl::. ir~sts and Nonprofits •••••• ..... 10 '1 ? 1: Zo ... :1 _,; ~ 

3us1ness •.••••.•.•••.•••••...•••••.••.•• 111 14 7 a a !S 12 3 - . 
~•r~ cus1ne5; ...••........•............ 44 " Sl 74 SJ " ,iq !01 

~Jtii ~e·1eni. ::rl!fil t ~Ci:l •it·; 

•cu:enol as. Trusts i!ld llonprofl t5 ...... ~j 16 lS 
, _ ... 44 .:4 ao -Cl .;.,:i 

9us1n1ss •••••••••••••••••••••••••••••• •. 10 H 7 a a ·~ .~ a ... .... 
rirl; eus1ness ••••••••.••••••.•••••••••• o9 co 70 24 70 oi Ciol 97 

::::::::::::::::::::::::::::::2z:::::::z::::szzzs::s::=--:::zz::s::2:::zz::::z:::::::::::::::cs::::::::::::::::::::::::::::::----==.z:.:::::== 

l/ Source: Federal Reserve Flow of Funds Accounts. 
I.I Adjusted to .include Export-Import Bank and foreign military sales credit. 
!/ Adjusted to include P. L. 480 and CCC. 



Appendix Table 8.--CREDIT PRQr,RAM SUBSIDIES 
(in millions of dollars) 

Economic support fund •••••••••••••••••••••••••• 
Functional develocment assistance •••••••••••••• 
CCC Price supports ••••••••••••••••••••••••••••• 
Agriculture credit insurance fund •••••••••••••• 
Rural housing insurance fund ••••••••••••••••••• 
Rural development insurance fund •••••••• ~ •••••• 
PL 480 • ••••••••••.••••••••••••••••••••••••••••• 
Rural electric and telephone revolvi"g fund •••• 
GNMA t·andem p 1 an ••••••••••••••••••••••••••••••• 
Housing for elderly or handicapped ••••••••••••• 
Export-Import Bank •.••.•••••.•••...•••.•••..•.. 
Student loan fnsurancP. ••••••••••••••••••••••••• 

Program 
Level 

366 
398 

11,500 
4,199 
3,454 

568 
777 

1,099 1/ 
1,985 -

819 
3,516 
6,195 

Source: Table F-14a of Special Analysis F, January 1983. 
l/ ~eludes sales of loan assets by REA to the FFB. 

1982 
Present Value of 

Subsidy 

241 
252 
292 
744 

2,203 
208 
453 
649 
739 
285 
641 

1,932 

18:84 
October 4, 1983 



THE WHITE HOUSE 

WASHINGTON 

INFOfillATION 
January 10, 1984 

MEMORANDUM FOR THE PRESIDENT 

FROM: THE CABINET COUNCIL ON ECONOMIC AFFAIRS 

SUBJECT: Monetary Policy 

Since mid-summer the rate of growth in the money supply, as 
measured by Ml, has slowed dramatically; from Jul.y through 
December, Ml grew at an annual compound rate of 1ess than 3 
percent. Because the rate of money growth is closely related to 
economic growth in the short-term, continuing the low rate of 
money growth of the past five months would raise the threat of a 
recession sometime in 1984. 

The Cabinet Council on Economic Affairs has closely 
monitored and reviewed the recent developments in monetary 
policy. This memorandum summarizes our discussions. 

The Rate of Money Supply Growth 

All members of the Cabinet Council agree that a sustained 
period of near zero growth in the money supply poses the strong 
threat of a recession sometime in 1984 and is clearly 
undesirable. However, the ambiguity of Federal Reserve policy 
intentions and the accuracy of the policy indicators create some 
uncertainty regarding the actual course of monetary policy. 

There are two basic interpretations of the slow rate of 
money supply growth over the past five months: 

o The monthly money supply growth rates ma~t be understated 
because of faulty seasonal adjustment factors and 
therefore should be treated with some degree of caution. 
Relying on alternative measures of money growth such as 
the monetary base suggests that the Federal Reserve's 
policy is not as restrictive as the money supply figures 
indicate; and 

o The extraordinary decline in the rate of growth in the 
money supply is not a statistical aberration but a result 
of the Federal Reserve's attempt to use monetary policy 
to maintain the current level of interest rates. The 
highly volatile rate of money supply growth over the 
past three years, resulting from the Federal Reserve's 
targeting interest rates and economic activity, itself 
contributes to.volatile economic growth. 
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A. Seasonal Adjustment Factors and the Monet~ry Ba~e 

The following table offers a comparison of the 1983 money 
supply growth rates as measured by (i) the official seasonal 
adjustment factors for 1983, (ii} the o~ficial seasonal 
adjustment factors for 1982, and (iii) an altern~tive set of 1983 
seasonal adjustment factors that the Fed is experimenting with. 
It is impossible to say which factors are more correct. What 
they illustrate is the significance of seasonal adjustment 
factors. Using e~ther the 1982 factors or the experimental 
factors suggests that the money supply slowdown is not as 
dramatic as the 1983 factors suggest. 

Annualized Month-to-Month Percent Changes 

Ml With 
Current Ml With Experimental 

Seasonals 1982 Seasonals Seasonals 

Jan. 10.2 14.6 6.3 
Feb. 24.9 19.7 24.2 
Mar. 17.1 17.5 19.6 

Apr. -2.6 6.1 o.o 
May 29.8 15.8 21.4 
June 10.7 5.6 7.6 

July 9.3 5.7 3.3 
Aug. 2.9 3.0 7.0 
Sept. 0.9 2.2 -0.5 

Oct. 1. 9 8-.1 4.7 
Nov. 0.5 5.6 6.5 

Apparently, the official seasonal adjustment factors do not 
adjust only for variations· that occur each year, such as the 
increased demand for currency at Christmas.c Because of the 
statistical methods employed, the factors are also affected by 
financial deregulation and other nonseasonal events. For 
example, the factors may be affected by financial market changes, 
such as the introduction of Super NOW accounts, which some 
believe caused a special one-time increase in the growth of Ml by 
increasing checking deposits. 

Because of the uncertainty created by the seasonal 
adjustment problems, alterna~ive measures of monetary growth are 
occasionally considered. The mon~tary base, an alternative 
monetary indicator consisting of currency in circulation and 
bank reserves, has grown at a 7% rate over the same July to 
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December period when money growth has been slow. The divergence 
of growth rates of Ml and the monetary base has occurred because 
nearly all of the growth in the base has been in currency, rather 

·than bank reserves; each dollar of bank reserves supports many 
dollars of the money supply, so currency. growth is a much less 
"potent" form of monetary expansion. 

All members of the Council reject relying on M2 as an 
alternative indicator of money supply growth. There was no 
important deceleration of M2 preceding the 1981-82 recession. In 
addition, M2 was not a reliable predictor of either the 
acceleration of inflation in 1978-1981 or its deceleration 
thereafter. 

B. Potential Threat to the Expansion 

The second interpretation of the low rate of growth in Ml 
over August-December 1983 is more pessimistic. Although seasonal 
adjustments and other factors create uncertainty in the money 
supply estimates, there is sufficient historical evidence that 
the previous official estimates of Ml correspond closely with 
economic activity. For example, over the period of August 1982 
to July 1983, Ml grew at a' 14 percent rate. Some economists 
discounted the estimates of Ml for this period because of the 
introductions of Super NOW accounts and MMDA's. Yet economic 
forecasts that relied on the money supply estimates are now 
proving to be the most accurate. 

As chart 1 indicates changes in the money supply growth rate 
correspond closely with changes in industrial production. 
Likewise, as chart 2 indicates, sharp contractions in the money 
supply growth rate such as the drop from 14 percent growth rate 
of August 1982 - July 1983 to the'3 percent rate of August 1983 
through December 1983 typically result in economic contractions. 

In the last three weeks Ml has shown more significant 
p6sitive growth, an encouraging sign that the period of flat 
money growth may be ending. But weekly data on the money supply 
are notoriously erratic, so inferences cannot be confidently 
drawn from a few weeks of statistics. 

Conclusion 

The purpose of this memorandum is to a-lert you to recent 
trends in monetary policy. The Cabinet Council will continue 
monitor financial market developments and monetary policy and 
provide you with additional information and options as 
appropriate. 

Donald T. Regan 
Chai·rman Pro Tempore 

to 
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Prepare:i by the Office of M:>netary Policy Analysis. Tel.efh:me 566-6261. 
"'· 



p .20 

• 
r 
0 15. 

e 
n l 
t 10 I 

I 
rs 

0 

-5 
64 

{.;lfl\!t'.L' "/. 

LONG RUN.AND SHORT RUN MONEY (Mi) GROWTH 
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