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Createspace, United States, 2015. Paperback. Book Condition: New. 279 x 216 mm. Language: English . Brand
New Book ***** Print on Demand *****.This paper presents the simulation model that the Congressional Budget
OIice (CBO) uses to project the budgetary costs of the Federal Housing Administration s (FHA s) single-family
mortgage insurance program. CBO simulates defaults, recoveries, and prepayments on cohorts of mortgages
insured by FHA with key parameters estimated from a dataset of FHA-insured mortgages. Those simulations are
used to estimate the loan guarantees subsidy rates, which are the lifetime cost of FHA s insurance claim
payments minus fees, expressed as a percentage of the original loan amounts. The simulations are also used to
estimate the balance in FHA s capital reserve account, which reflects the sum of all past subsidies plus
accumulated interest. As of the end of fiscal year 2013, CBO estimates that the loan guarantees issued between
1992 and 2013 contributed $3 billion to FHA s capital reserves, $73 billion less than the amount those loan
guarantees would have contributed based on their originally estimated subsidy rates. That large decline is
mostly the result of the downturn in the housing market that began in 2007 and the severe recession that
followed. The estimates reflect a combination of realized gains and losses to date and the expected gains or
losses over the remaining life of the loan guarantees, but there is considerable uncertainty about the amount of
any future gains or losses. Using its model to quantify that uncertainty, CBO finds that ninety percent of the
simulated lifetime contributions of those loan guarantees to the capital reserve account are between negative
$28 billion and positive $26 billion. Present budgetary procedures for calculating the subsidy rates do not fully
account for the cost of the risk that the government...
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