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Overview

= The Crisis
= Markets disrupted
= Severe recession

= The Response
= Diversity of Fed lending
= Cutting interest rates to zero
= Asset purchases



The crisis
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Potential problems in securitization process

The seven deadly frictions
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Trouble in the housing market
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Collapse of securitization
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ABS markets: rise and fall

(uarterly ABS Issuance
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Other markets freeze up

http://research.stlouisfed.org/fred2/




Domestic Dealer Leverage

Domestic Primary Dealers
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Interest rates across risk categories




Long term credit spread




Severe recession




The Fed Response
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Fed lending to support financial system & economy

DETAILED VIEW
Millions of Dollars
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Asset-Backed Securities
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Lending to banks and other financial institutions

LENDING TO FINANCIAL INSTITUTIONS
Millions of Dollars
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Lending to key credit markets & institutions

PROVIDING LIQUIDITY TO KEY CREDIT MARKETS
Millions of Dollars
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Cutting rates to the bone

http://research.stlouisfed.org/fred2/




Fed funds rate cuts influence longer term rates
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What to do when the Fed funds rate Is already zero?
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Say you will keep rates low as long as needed
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“Extended period” text in FOMC statement

“The Committee will maintain the target range for the federal
funds rate at O to 1/4 percent and continues to anticipate that
economic conditions, including low rates of resource utilization,
subdued inflation trends, and stable inflation expectations, are

likely to warrant exceptionally low levels of the federal funds rate
for an extended period.”
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Buy long term (government) bonds
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Treasury purchases

SUMMARY VIEW
Millions of Dollars
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Buy mortgage backed bonds
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Supporting the mortgage market

FEDERAL AGENCY DEBT AND MORTGAGE-BACKED SECURITIES PURCHASES
Millions of Dollars
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Fed funds rate and 5-year interest rates

http://research.stlouisfed.org/fred2/




