Table III-1 presents the discounted present values for selected federal
credit assistance programs for 1982. Present-value analysis is more useful
as a tool for examining the cost of a specific program than it is for
estimating the value of total federal subsidies, since the calculation of
present value requires a number of sensitive assumptions that are subject to
considerable change from year to year--e.g., market interest rates,
Treasury borrowing rates, and the discount rate. For example, if a credit
program offers loans at 3 percent interest for a period of 33 years, when the
private rate is 13 percent (OMB's estimates for rural housing in 1982), each
$100 loan represent the equivalent of a $64 grant, the present value of the
interest subsidy. The annual subsidy for the same $100 loan would be
approximately $8. Present-value analylis thus presents an estimate of the
long-term costs of the program.

TABLE IlI-1. INTEREST SUBSIDY VALUES FOR SELECTED FEDERAL CREDIT
PROGRAMS, FISCAL YEAR 1982

Present
Average Terms Annual Value of
Interest Years Market Obligations Subsidy
Rate to Rate (millions (millions
(percent)  Maturity (percent)  of dollars) of dollars)
Economic Support Fund 3.0 46.0 12.5 366 241
Agriculture Credit
Insurance Fund 9.2 10.0 14.0 4,199 744
Rural Housing
Insurance Fund 3.0 33.0 13.0 3,454 2,203
Rural Electric and
Telephone 4.9 35.0 14.5 1,099 649
FFB, Loans to
the Public 16.3 10.0 14.6 30,082 4,750

SOURCE: Budget of the United States Government, Fiscal Year 1984, Special
Analysis F, Federal Credit Programs.
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THE EXTENT OF DEFAULTS IN FEDERAL CREDIT ACTIVITIES

The current federal budget presentation makes it difficult to draw
conclusions as to the extent of defaults in federal credit activities. Default
levels are, however, a significant concern, particulary in loan guarantee
programs where they are the principal source of costs. Federal credit
programs have often been criticized for their high default rates, notably the
guaranteed student loan program and the Small Business Administration's
business loan programs. The remainder of this section presents information
on defaulting loans.

Defaults are recorded in the budget schedules in four categories:

o Direct loans for defaulting guarantees--disbursements for acqui-
sition of loans or collateral resulting from guarantee claims;

o Forgiveness credits--principal repayments waived, as provided by
statute in the event of certain specified contingencies;

o Direct loan principal written off for default; and
o  Guaranteed loan principal terminated for default.

A default occurs when a lender determines that a borrower is not
fulfilling the terms of the contract to repay the loan. In the case of
guaranteed loans, the guaranteeing agency must repay the lender. Federal
agencies usually do this by paying the original lender the outstanding
principal and any accrued interest and rewriting the loan and accrued
interest as a direct loan to the original borrower from the government. As
shown in Table III-2, direct loans for defaulting guarantees were $2.1 billion
in 1982, approximately 4 percent of total new direct loans for the year.

Direct loans for defaulting guarantees affect outlays directly by
increasing net direct lending in the year of their disbursement. Defaults of
direct loans, and adjustments to guaranteed loan portfolios for defaulted
guarantees, do not result in new expenditures by the government. Direct
loan defaults, forgiveness credits--the waiving of principal repayment--and
termination of guaranteed loans are recorded as adjustments to agency loan
portfolios. These other adjustments for default reduce future repayments,
thus reducing cash receipts to the lending agency.

Default experience varies substantially from program to program.
Some loans are backed by collateral, such as Federal Housing Administration
(FHA) mortgages and SBA business loans. Others, such as the student loan
programs, are backed only by the signature of the borrower. Commodity
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TABLE IlI-2. ESTIMATED DEFAULTS BY MAJOR PROGRAM (In

millions of dollars)

1982 1983 1984
Actual Estimate Estimate

Direct Loans for Defaulting Guarantees
Foreign military sales credits 217 253 306
CCC price supports 168 -—- -
Economic Development Administration 68 67 65
Credit union share insurance fund 23 24 20
VA loan guarantees a/ 709 796 615
SBA business loan investment fund a/ 504 794 730
Export-Import Bank 25 95 63
FHA loan guarantees a/ 284 298 225
Guaranteed student loans a/ 289 391 424
Other 19 16 16

Subtotal 2,306 2,733 2,464
Forgiveness Credits

(principal repayments waived)

Foreign military sales credit 497 875 1,000
Economic Development Administration 53 -—- -—-
Administration of territories 16 --- ---
VA loan guarantees 9 -5 -5
Urban mass transportation fund 6 18 -——-
Other 3 _— -

Subtotal 584 888 995

Credit Corporation price-support loans have crops pledged against them.
Some foreign military sales credit loans are forgiven in the original
authorizing legislation. These variations among programs make calculation
of defaults and comparison among programs difficult. Rather than drawing
conclusions from summary statistics, default data should be considered on a

program-by-program basis.

32



Table I1I-2. (Continued)

1982 1983 1984
Actual Estimate Estimate

Direct Loan Principal Written
Off For Default

Agriculture credit insurance fund 20 25 27
CCC price supports -—- 1,512 3,763
VA loan guarantees 46 42 43
SBA disaster loans 67 61 59
SBA business loan investment fund 241 330 360
Export-Import Bank 32 -—- ---
FHA loan guarantees 132 206 152
Student loans 43 --- ---
Other 50 98 31

Subtotal 631 2,274 4,435

Guaranteed Loan Principal
Terminated For Default

Foreign military sales credit 217 253 306
Rural development insurance fund 16 24 18
CCC export loans 168 -—- -—-
Economic Development Administration 63 67 65
VA loan guarantees 709 679 709
Aircraft purchase guarantees 16 38 ---
SBA business loan insurance fund 845 1,149 850
Export-Import Bank 25 95 63
FHA loan guarantees 390 1,144 1,151
Guaranteed student loans 286 375 424
Other 39 49 34

Subtotal 3,279 3,873 3,620

a/  CBO reestimates of the President's defaults have been used for these
accounts.

For example, focusing on direct loans for defaulting guarantees
understates FHA's defaults, The FHA wrote off 5890 million in guaranteed
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loan principal for default in 1982. Loans were assumed as direct loans by
FHA for only $284 million of that amount. FHA acquired property for the
remaining $606 million of the defaulted mortgages.

By design, most federal loans are riskier than comparable non-
subsidized assistance. A survey conducted by the Senate Budget Committee
found that approximately 25 percent of federal credit programs require
proof that loans were not available elsewhere as a condition of eligibility.
For this reason, a greater default rate should be expected.

NET LENDING

Net lending--new loans less repayments--is the factor in federal
credit activities that contributes most to the impact of the credit budget on
federal outlays. Net lending is also a concept used in measuring the impact
of federal credit activities on capital markets. This section first discusses
the factors that contribute to net lending. It then reviews the impact of the
credit budget on capital markets.

Net Lending and Qutlays

As noted in the previous chapter, CBO estimates that credit budget
changes proposed by the Administration would result in outlay savings of
$37.6 billion over the next five years compared to the baseline. The savings
seem surprisingly small as against reductions of $145.2 billion in direct and
guaranteed loans. The savings would come primarily from reductions in net
lending.

Net lending leads to increased cash expenditures by the government,
and therefore to higher outlays. The volume of net lending is determined by
the rate at which loans are disbursed and by the rate at which they are
repaid--which varies depending upon the term of the loan. The credit
budget controls new direct loan obligations and new loan guarantee commit-
ments. In any year, disbursements will involve obligations and commitments
from that budget year and from one or more previous years. Repayments
are generated from the entire portfolio of outstanding loans.

Net lending varies, depending upon program characteristics. For
example, the Commodity Credit Corporation (CCC) commodity price-
support loans are obligated and disbursed to farmers in a single transaction.
Loans are made against a specific crop. If the market price is above the
value of the loan, the farmer sells the crop and repays the loan. Otherwise
he turns the crop over to the CCC in payment for the loan. The average
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