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Re: Minimum Capital Ratios; Capital Adequacy Guidelines; Capital Maintenance;
Capital: Treatment of Certain Claims on, or Guaranteed by, the Federal National
Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage Corporation
(Freddie Mac), joint notice of proposed rulemaking published at 73 Federal Register 63656

(October 27, 2008).

To the Listed Addressees:

Under the current risk-based capital rules, banks, bank holding companies, and savings
associations must assign a 20 percent risk weight to claims on, and the portion of claims
guaranteed by, government-sponsored enterprises (GSEs). The proposed rule would reduce this
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risk weight to 10 percent for claims on, or guaranteed by, Fannie Mae or Freddie Mac so long as
agreements entered into by the Treasury Department remain in place which effectively support
the holders of such claims.

We are concerned about what could be substantial unintended negative consequences of
this proposed rule on the ability of other GSEs to issue debt, most notably the potential impact on
agricultural credit. The Farm Credit System (FCS) is a GSE with the mission of supporting
agriculture. As a GSE, the FCS relies on capital markets to raise funds which it then uses to
make affordable loans to farmers, ranchers, their cooperatives, and select farm-related
businesses.

The proposed rule could disadvantage the FCS and other GSEs, such as the Federal
Home Loan Bank (FHLB), in the capital markets. (Indeed, the Joint notice of proposed
rulemaking specifically invites comment regarding the potential effects on FHLB debt.) The
proposal would cut in half the amount of capital that banks, bank holding companies, and
savings associations would have to hold against Fannie Mae and Freddie Mac debt securities but
leave in place the current 20 percent requirement for the debt securities of other GSEs. As a
result, Fannie Mae and Freddie Mac debt securities would become relatively more attractive. In
the case of the FCS, this would mean FCS will have to pay relatively higher interest rates on its
debt securities and in turn increase the cost of financing for farmers and ranchers.

Farmers and ranchers across the country are facing tighter credit conditions in a time
when commodity prices have fallen while input costs have remained at historic highs. Increasing
the cost of capital for farmers and ranchers could have a substantial impact on their bottom line.

We very strongly believe that the capital-risk weight should be kept the same across all
GSEs in order to avoid distortions in the markets and disparities among GSEs in the cost of
issuing debt. We urge that you not differentiate the risk weighting on debt securities issued by
various GSEs.

Sincerely,

Tom Harkin
Chairman
Committee on Agriculture, Nutrition & Forestry






