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Fed launches new $200B consumer credit program
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owners of shopping malls, hotels,
rental properties and many other
types of buildings are unable to
refinance or to pay for new con-
struction because the (commercial)
securitization market is completely
shut down,” Bernanke said during
an appearance before the Senate
Budget Committee.

The program will start off by
providing $200 billion in loans to
investors with the goal of jump-
starting lending to consumers and
small businesses. The program,
dubbed the Term Asset-Backed
Securities Loan Facility, was first
announced late last year and
originally was scheduled to start
in February.
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Participants—companies and
investors that pledge eligible col-
lateral to back the loan—must re-
quest the new government loans by
March 17. The Fed will provide the
three-year loans on March 25.

“We should see immediate ben-
efits to students, to credit cards,
to small businesses, to consumer
loans,” Bernanke told lawmakers.

Under the program, the Fed will
buy securities backed by different
types of debt, including credit card,
auto, student and small business
loans. The credit crunch—the
worst since the 1930s—has made
itmuch harder for people to obtain
such financing , and those that do
can be socked with high rates.

Before the financial crisis, banks
relied on packaging such loans into
securities and selling them to pay
for additional lending. That process
had financed about 25 percent of
consumer loans in recent years
until the credit markets ground to
a halt in October, the government
said.

Anil Kashyap, a professor at
the University of Chicago’s Booth
School of Business, said the pro-
gram should make it easier for
consumers to get loans. But he
cautioned that the Fed’s involve-
ment in this area could have unin-
tended consequences elsewhere

by making other debt securities
not backed by the government less
attractive to investors.

“We’d really rather the cred-
it markets just work properly,”
Kashyap said.

The Fed plans to keep the pro-
gram running through December,
but said it could be extended.

The Fed and Treasury expect
that securities backed by car-
fleet leases as well as by certain
equipment, including for heavy
construction and for agriculture,
will be eligible for Fed funding in
its April operation. Participants in
the second round of funding must
request the government loans by
April 7, which the Fed will disburse
on April 14.

The program, the Fed said, will
remain focused on securities that
are best able to aid the economy
and financial markets and that
can be added at a low risk to the
government.

Limits on executive compensa-
tion that apply to financial institu-
tions receiving capital from the
$700 billion rescue program won't
apply to lenders and other partici-
pants benefiting from the program.
That’s because it wants “to encour-
age market participants to stimu-
late credit formation” and use the
program, the Fed said. (AP)
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Housing plan aims to help
9M, but leaves out many
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problem that has helped plunge the US economy into the worst
recession in decades.

“This is not going to save every person’s home,” said Robert
Gibbs, the White House press secretary. “The plan is not intended
to augment somebody’s loan for a house that they couldn’t afford
under any economic situation, good or bad.”

Of the nearly 52 million US homeowners with a mortgage, al-
most 14 million, or nearly 27 percent, owe more on their mortgage
than their house is now worth, according to Moody’s Economy.
com. Nearly half of all borrowers in Nevada were “under water”
on their home loans as of December, according to First American
CoreLogic.

In troubled Stockton, nearly one in five borrowers owe more than
50 percent above what their home is now worth, making it unlikely
that they will qualify for any aid.

Though banks such as JPMorgan Chase and Wells Fargo & Co.
issued statements praising the plan, there was also skepticism that
banks would be willing to participate.

“T've just seen so many of the programs not work,” said Pava
Leyrer, president of Heritage National Mortgage in Randville,
Mich. “It gets borrowers’ hopes up. They call and call for these
programs and we can’t get anybody to do them.”

The program has two parts: one to work with lenders to modify
the loan terms for up to 4 million homeowners, the second to refi-
nance up to 5 million homeowners into more affordable fixed-rate
loans.

For the modification program, which runs through 2012, bor-
rowers who are eligible will have to provide their most recent tax
return and two pay stubs, as well as an “affidavit of financial hard-
ship” to qualify.

Borrowers are only allowed to have their loans modified once,
and the program applies for loans made on Jan. 1, 2009, or earlier.
Mortgages for single-family properties that are worth more than
$729,750 are excluded.

Lenders could reduce a borrower’s interest rate to as low as 2 per-
cent for five years. Rates would then rise to about 5 percent until the
mortgage is repaid.

If the plan works as intended, it could be a big plus for borrowers
such as Nick Kavalary, a network cable installer who lives outside
Milwaukee.

Kavalary, 42, struggled to get a loan modification from JPMorgan
Chase. He was finally approved for one this year, but it only cuts his
interest rate to about 9.8 percent from 10.75 percent. Even at the
lower rate, he said, making the payment is nearly impossible.

The refinance program is only offered to homeowners with loans held
by Fannie Mae or Freddie Mac. They have until June 2010 to apply.

Consumers should contact their loan servicer—the company that
sends out their monthly bill—to find out if their mortgages are held
by Fannie or Freddie. The two mortgage finance companies own
or guarantee almost 31 million home loans, more than half of all
US home mortgages, and say they are lowering some fees to allow
more borrowers to qualify.

In Seattle, home prices are down about 13 percent from a year
ago, compared with about 30 percent in Las Vegas Miami and San
Francisco. Seattle area mortgage broker Rhonda Porter says the
plan is likely a big plus. “I think we’re going to be inundated with
business,” she said.

In the coming months, figuring out a way to qualify will be a big
concern for many borrowers.
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