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Housing Price Index
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* Housing market problems shifted to financial markets in
Summer 2007 — Losses at financial institutions across
major countries

« Unclear which financial institutions held worst loans
* Mortgages had been sliced and resold

« Uncertainty about how bad problems would become

* Financial institutions and investors became highly
conservative
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* Relief programs began in fall of 2007

« Goal of programs

* Provide a tranfusion
* Provide funding to lenders — so that they would be willing to
lend to consumers and businesses

 The Federal Reserve introduced a total of 15 programs
* FDIC has introduced several of its own as has the Treasury
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Federal Reserve Balance Sheet
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Federal Reserve System Assets

$, Billions

2600
2400
2200
2000
1800
1600
1400
1200
1000
800
600
400
200

0

Q)

Total: $902
Miscellaneous: $112

Treasury Securities:

$790

Primary Dealer
Facility (PDCF): $20—»

Money Market AIG & Bear Stearns: $116

Facility (AMLF): $7—»

Agency
Debt: $49—>

Total: $2,103

Commercial Paper
Facility: $241

Foreign Currencies &

Other Assets: $377

Discount Window: $63 .
<+— Misc: $52

Agency MBS: $237

Treasury Securities:

$475

8/8/2007

3/25/2009

Notes: Term ABS Lending Facility (TALF) holdings are less than $1 billion as of 3/25/09.
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Federal Reserve Bank of New York

Forms of Federal Reserve Lending to Financial Institutions
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Loan Facility -- Term Auction Facility

* Begun in December 2007 — currently $470 billion

e Term loans (up to 84 days) vs. typical Fed lending —
overnight

* Avoids stigma associated with typical Fed lending
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Asset Purchases — Commercial Paper
« Commercial Paper Faclility — purchases top-quality CP

e Currently holds $251 billion

* Response to rapid shrinkage in the CP market in
September 2008

* Meant that some corporations had trouble funding their
activities

* Fed began purchasing to ease conditions for corporate
borrowers, lessoning the impact of financial turmoll on
overall economy
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Conclusions

* Broad declines in home prices led to defaults on loans

* Many financial firms were heavily exposed to home loans
so began to suffer financial problems

* Financial markets tightened up significantly

* Fed stepped in with a number of interventions meant to
pProp up
* Financial markets do seem to be on the mend
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