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Change in Lending StandardsChange in Lending Standards

Source: Federal Reserve Board, Senior Officer Lending Surveys – October, July, April, & October 2008 
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Change in CRE Loan DemandChange in CRE Loan Demand

Source: Federal Reserve Board, Senior Officer Lending Surveys – October, July, April, & October 2008 

% of Respondants Reporting a Change in CRE Demand (Large 
Domestic Banks)
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Background of Background of 
Credit CrisisCredit Crisis

Credit Crisis Credit Crisis -- BackgroundBackground
2001 2001 –– 2004 Interest Rates Decline2004 Interest Rates Decline

Low interest rates + policy push  = increased home loansLow interest rates + policy push  = increased home loans

2004 2004 -- Interest Rates Begin to RiseInterest Rates Begin to Rise

2006 2006 –– Increasing defaults in subprime sectorIncreasing defaults in subprime sector

2007 2007 –– Housing markets begin to unravelHousing markets begin to unravel
February   February   -- HSBC announces $10B+ of subprime losses HSBC announces $10B+ of subprime losses 
June June -- Bear Stearns commits $3.2B to one of its two Hedge FundsBear Stearns commits $3.2B to one of its two Hedge Funds
August August -- 2 of Bear Stearns2 of Bear Stearns’’ Hedge Funds CollapseHedge Funds Collapse
August August -- BNP Paribas freezes withdrawals on 3 Investment FundsBNP Paribas freezes withdrawals on 3 Investment Funds
SeptemberSeptember -- Rumors about UKRumors about UK’’s Northern Rock begin surfacings Northern Rock begin surfacing
OctoberOctober -- Merrill Lynch announces $8B of lossesMerrill Lynch announces $8B of losses

August August ’’07 marks the beginning of the 07 marks the beginning of the ““Credit CrisisCredit Crisis””

Recap of Major Market Recap of Major Market 
Events & EffectsEvents & Effects

2008 Key Events2008 Key Events

Jan. 1 Feb. 22
Northern 

Rock 
Nationalized

Mar. 6

Peloton 
Hedge Fund 
Collapses

Carlyle 
Capital 

Collapses

Mar. 11

Mar. 14-16

Run on Bear 
Sterns –
ultimately 

takeover by 
JPMorganChase June 9

Lehman 
Brothers 

announce 
$3B loss

July 11
IndyMac 

Taken over by 
Regulators

June 5

MBIA & 
AMBAC lose 

S&P AAA 
Rating

Sep. 7

Conservatorship 
for Fannie Mae 
& Freddie Mac

Sep. 15
Lehman Bros. 

files for 
bankruptcy

Bank of America 
acquires Merrill 

Lynch

Sep. 25

WaMu seized by 
regulators –

assets acquired 
JPMorgan 

Chase

Sep. 16

Fed lends $85B 
to AIG

Oct. 1 

$700B Bailout 
package 

finally passes 
the Senate

Oct. 9 
Wells Fargo 

acquires all of 
Wachovia 

after Citibank 
drops fight

Oct. 7

Fed announces 
will lend directly 
to Corporations

Dow falls 504 pts

Dow falls 777 pts
Sep. 29 

Oct. 6

Dow falls below 
10,000 – 1st

time in 4 years

S&P puts Ford & 
GM on credit watch

Nov. 20

Dow falls 444 –
S&P lowest 
since 1997

Spillover Effects of CrisisSpillover Effects of Crisis

Auction Rate Security MarketsAuction Rate Security Markets
Money Market FundsMoney Market Funds
Commercial Paper MarketsCommercial Paper Markets
Commodity MarketsCommodity Markets
Global ImpactsGlobal Impacts
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U.S. Government InterventionU.S. Government Intervention
Direct Bank/Financial Institution InterventionDirect Bank/Financial Institution Intervention

$29B backstop to JPMorgan Chase for Bear Stearns acquisition$29B backstop to JPMorgan Chase for Bear Stearns acquisition
AIG investment of $85BAIG investment of $85B
$27B purchase of Citibank preferred stock; $27B purchase of Citibank preferred stock; 

Troubled Asset Relief Program (TARP) Troubled Asset Relief Program (TARP) -- $700B plan to buy troubled $700B plan to buy troubled 
assets from banksassets from banks
Lowered Fed Funds Rate from 5.25% to 1%Lowered Fed Funds Rate from 5.25% to 1%
Term Auction Facility (TAF) providing shortTerm Auction Facility (TAF) providing short--term loans to banks term loans to banks 
increased from $20B to $300Bincreased from $20B to $300B
Expanded acceptable collateral to include Commercial Paper (Oct.Expanded acceptable collateral to include Commercial Paper (Oct.
08)08)
Term Asset Backed Securities Loan Facility (TALF) Term Asset Backed Securities Loan Facility (TALF) -- $200B to $200B to 
support the issuance of Asset Backed Securitiessupport the issuance of Asset Backed Securities
$600B program to buy MBS of Fannie Mae & Freddie Mac$600B program to buy MBS of Fannie Mae & Freddie Mac

Drivers of the Drivers of the 
Credit CrisisCredit Crisis

Causes of Credit CrisisCauses of Credit Crisis
Rise & Collapse of Housing Market BubbleRise & Collapse of Housing Market Bubble
Extent of speculative demand in Single Family sector Extent of speculative demand in Single Family sector 
Low interest rates in first half of decadeLow interest rates in first half of decade
Too much leverageToo much leverage
Government policiesGovernment policies
Lending practicesLending practices
Rise of new credit products Rise of new credit products –– i.e. Credit Default i.e. Credit Default 
SwapsSwaps
Rating Agency MistakesRating Agency Mistakes
Complexity & Lack of TransparencyComplexity & Lack of Transparency

Outlook for 2009Outlook for 2009


