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The Federal Housing Administration’s actuarial report for fiscal year 2012 projects that the government-run mortgage insurer could soon
require taxpayer support for the first time in its 78-year history. According to the report, the agency’s primary insurance fund has a nega-
tive “economic value” of $16.3 billion, meaning it does not have enough money to cover all expected claims over the next 30 years.'

Here are seven key points to consider:

* The Federal Housing Administration is not running out of cash anytime soon. The agency still has $30.4 billion in its coffers to
settle insurance claims as they come in. But according to federal budget rules, the agency must hold enough capital to cover all expected
claims over the next 30 years, which would require about $46.7 billion according to its actuaries. That leaves a long-run shortfall of

$16.3 billion.?

This report does not mean the Federal Housing Administration will definitely require taxpayer support. The actuarial
report is meant to help the agency with its annual budgeting process. It will be months before we know whether the Federal Housing
Administration will require support from taxpayers and how much that support will cost. In the meantime, the agency is expected to
generate $11 billion in revenues through the remainder of the fiscal year, which will help shore up the capital reserve.’

If the Federal Housing Administration does require support, taxpayers would be getting a bargain. Without the agency’s
help in recent years, it would have been much more difficult for middle-class families to access mortgage credit since the housing crisis
began. According to Moody’s Analytics, the agency’s actions prevented home construction from plummeting 60 percent from already
depressed levels and home prices from dropping an additional 25 percent. This would have sent our economy into a double-dip reces-
sion, costing 3 million jobs and half a trillion dollars in economic output.*

The Federal Housing Administration’s current financial troubles are the result of a prolonged foreclosure crisis and a few
poor policy decisions. The bulk of the agency’s losses come from loans originated between 2007 and early 2009. A large percentage of
those loans included so-called “seller-financed down payment assistance,” where sellers covered the required down payment at the time of
purchase, but often fraudulently inflated the purchase price to make the transaction worthwhile. If the agency had never allowed seller-
financed loans in its insurance programs it could have avoided more than $15 billion in losses and would not need taxpayer support today.*

* The Federal Housing Administration’s basic business model of sustainable low-down-payment lending is still profitable.
The agency’s more recent years of business, roughly 70 percent of which had down payments of less than S percent,’ are likely to be
some of its most profitable ever due in part to higher fees and new protections put in place by the Obama administration.”

If the Federal Housing Administration does need to draw money from the U.S. Treasury, it would not be a “bailout.”
According to the budget rules governing all federal credit programs, if the agency does not have enough money to cover all expected claims
over the next 30 years, the U.S. Treasury automatically fills the gap—there would be no need for Congress to act.® The chance of that sup-
port has always been part of the agreement taxpayers made with the Federal Housing Administration, dating back to the 1930s.’

It's actually quite remarkable that the agency made it this far without support. In the wake of the crisis, most private mort-
gage insurers have either gone out of business' or significantly scaled back their insurance activity,'' while the Federal Housing
Administration increased its business.” So the agency has actually outperformed its counterparts in the private sector.

John Griffith is a Policy Analyst with the Economic Policy team at the Center for American Progress.
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