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The biggest banks in the United States, with active encouragement from the Treasury Department, unveiled a plan yesterday to keep the housing-related debt crisis from 
worsening. 
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The plan calls for the banks to create a new financing vehicle to try to restore confidence and reduce the risk of a market meltdown by propping up an important part of the debt 
markets. But the banks hope to take minimal risk and avoid actually investing any of their own money.

Although credit markets have calmed in recent weeks, and the stock market remains near record highs, some securities are almost impossible to sell anywhere near their previous 
prices. There is fear that allowing those securities to plunge in price could disrupt credit markets, alarm investors in everything from hedge funds to money market funds, and 
perhaps make it harder to borrow money, making a recession more likely. 

If the banks’ initiative works as planned, many investors that helped to finance risky loans — including supposedly safe money market funds — will be spared distress. And the 
banks will collect fees for little more than promising to make loans if no one else will.

“The idea is to avoid a fire sale of assets,” said one banker involved in the initiative, who asked not to be identified because negotiations on its terms are continuing. 

The new entity, called a Master Liquidity Enhancement Conduit, or M-LEC, could raise as much as $200 billion or more through the issuance of its own securities, and use the 
money to buy securities that otherwise might be dumped on the market. 

The announcement by Citigroup, JPMorgan Chase and Bank of America came on the same day that Citigroup reported a sharp fall in third-quarter profits, with write-offs on 
troubled securities that were substantially larger than it had forecast just two weeks ago. Other financial institutions, including Merrill Lynch, have also had to take substantial 
write-offs.

Though yesterday’s move was meant to reassure the markets, investors reacted with doubt. The Dow Jones industrial average fell 108 points, and financial stocks were among the 
worst hit. 

“I don’t really see that this is going to make a significant difference,” said Jan Hatzius, chief United States economist at Goldman Sachs. “It seems a little more like a P.R. move, 
frankly.”

Mr. Hatzius said he wondered “why this is going on when previously the official word was that things were getting better.”

The market upheaval that took hold in July arose from securities that were supposed to be safe — and were certified as such by bond rating agencies — even though they financed 
risky mortgages. Those securities would not default unless a large portion of the underlying loans went bad, and that was deemed unlikely. But in the wake of the subprime 
mortgage crisis, questions have arisen about whether the rating agencies were too optimistic.

The conduit could work brilliantly if it turns out that the collapse in the market value of the securities represents market panic rather than an accurate assessment of the 
likelihood of eventual default. If this is the case, then prices will eventually return to normal and this new creation will have bought time for that to happen.

In the meantime, it is hoped that what amount to bank guarantees of some debt — coupled with the fact the Federal Reserve is the lender of last resort for banks — will persuade 
investors like money market funds to buy securities issued by the new conduit.

If they will not buy, or if the securities really do not prove to be worth face value, however, little will have been changed.

Details remained in flux yesterday, but some were not persuaded that the new structure would really do much. Josh Rosner, an expert in mortgage-backed securities at Graham 
Fisher, an independent research firm in New York, questioned why the banks needed to establish such a vehicle.
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“If they really believe these are good assets being mispriced in the market,” he said, the banks could just buy them and wait for the asset values to recover. “This raises the 
question of whether the banks are doing this just to avoid taking their losses.”

But some hailed the move as a way of preventing a crisis without directly involving the government, and said it reduced the so-called moral hazard that comes when the 
government bails out those who made risky bets, thus encouraging more foolish bets in the future. In this case, the Treasury encouraged the talks, but neither offered to put up 
money nor dictated the agreement.
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Gretchen Morgenson and Michael M. Grynbaum contributed reporting.

Next Article in Business (2 of 40) »
Need to know more? 50% off home delivery of The Times.
Ads by Google what's this?

Umbilical Cord Banking 
Learn the Benefits of Banking Your Baby’s Cord Blood 
Viacord.com/Umbilical-Blood-Bank

Hedge Fund Jobs 
The leading recruitment site for the hedge fund industry 
jobs.hedgemedia.com

Audit / Compliance tool 
Risk Assessment, GLBA, FFIEC rules Software for Banks & Credit Unions 
www.sourcesentry.com/fsb.htm

Tips

To find reference information about the words used in this article, double-click on any word, phrase or name. A new window will open with a dictionary definition or encyclopedia 
entry. 

Past Coverage

●     Banks to Start Fund to Protect Credit Market (October 15, 2007) 
●     Banks May Pool Billions to Avert Securities Sell-Off (October 14, 2007) 
●     YOUR MONEY; Rate Chasers Are Online and Moving Cash Quickly (October 13, 2007) 
●     Bank of England Eases Money Policy (September 20, 2007)

Related Searches

http://www.nytimes.com/2007/10/16/business/16fund.html?_r=1&th&emc=th&oref=login (4 of 7)10/16/2007 9:46:26 AM

http://www.nytimes.com/2007/10/16/business/16fund.html?pagewanted=2&_r=1&th&emc=th
http://www.nytimes.com/2007/10/16/business/16fund.html?pagewanted=2&_r=1&th&emc=th
http://www.nytimes.com/2007/10/16/business/16lend.html
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/business&pos=Bottom1&camp=nytcirc2006-34-articlefooter&ad=articlefooter_2.html&goto=https%3A%2F%2Fwww%2Enytimesathome%2Ecom%3FMediaCode%3DW16AK
http://www.nytimes.com/ref/membercenter/faq/linkingqa16.html
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=BVZC5r84UR6ypFo6Q4gKD9dC4CrnQ1zDZn9TLA8CNtwHwndYBEAEYASCc8_gBKAM4AFDew72Z______8BYMnmj4jwo4wToAHD5N3-A6oBC2FyX2J1c2luZXNzsgEPd3d3Lm55dGltZXMuY29tyAEB2gE2aHR0cDovL3d3dy5ueXRpbWVzLmNvbS8yMDA3LzEwLzE2L2J1c2luZXNzLzE2ZnVuZC5odG1sgAIByAKBs5kBqAMB6ANr6AMl6AME9QMCBAAA9QMgAAAA&num=1&adurl=http://www.viacord.com&client=ca-nytimes_article_var
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=BVZC5r84UR6ypFo6Q4gKD9dC4CrnQ1zDZn9TLA8CNtwHwndYBEAEYASCc8_gBKAM4AFDew72Z______8BYMnmj4jwo4wToAHD5N3-A6oBC2FyX2J1c2luZXNzsgEPd3d3Lm55dGltZXMuY29tyAEB2gE2aHR0cDovL3d3dy5ueXRpbWVzLmNvbS8yMDA3LzEwLzE2L2J1c2luZXNzLzE2ZnVuZC5odG1sgAIByAKBs5kBqAMB6ANr6AMl6AME9QMCBAAA9QMgAAAA&num=1&adurl=http://www.viacord.com&client=ca-nytimes_article_var
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=BVZC5r84UR6ypFo6Q4gKD9dC4CrnQ1zDZn9TLA8CNtwHwndYBEAEYASCc8_gBKAM4AFDew72Z______8BYMnmj4jwo4wToAHD5N3-A6oBC2FyX2J1c2luZXNzsgEPd3d3Lm55dGltZXMuY29tyAEB2gE2aHR0cDovL3d3dy5ueXRpbWVzLmNvbS8yMDA3LzEwLzE2L2J1c2luZXNzLzE2ZnVuZC5odG1sgAIByAKBs5kBqAMB6ANr6AMl6AME9QMCBAAA9QMgAAAA&num=1&adurl=http://www.viacord.com&client=ca-nytimes_article_var
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=BrGtir84UR6ypFo6Q4gKD9dC4CoSn2CmQzePVAsCNtwHg6yUQAhgCIJzz-AEoAzgAULLYsLj5_____wFgyeaPiPCjjBOqAQthcl9idXNpbmVzc7IBD3d3dy5ueXRpbWVzLmNvbcgBAdoBNmh0dHA6Ly93d3cubnl0aW1lcy5jb20vMjAwNy8xMC8xNi9idXNpbmVzcy8xNmZ1bmQuaHRtbIACAakCDvx-4qYcwT6oAwHoA2voAyXoAwT1AwIEAAD1AyAAAAA&num=2&adurl=http://jobs.hedgemedia.com&client=ca-nytimes_article_var
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=BrGtir84UR6ypFo6Q4gKD9dC4CoSn2CmQzePVAsCNtwHg6yUQAhgCIJzz-AEoAzgAULLYsLj5_____wFgyeaPiPCjjBOqAQthcl9idXNpbmVzc7IBD3d3dy5ueXRpbWVzLmNvbcgBAdoBNmh0dHA6Ly93d3cubnl0aW1lcy5jb20vMjAwNy8xMC8xNi9idXNpbmVzcy8xNmZ1bmQuaHRtbIACAakCDvx-4qYcwT6oAwHoA2voAyXoAwT1AwIEAAD1AyAAAAA&num=2&adurl=http://jobs.hedgemedia.com&client=ca-nytimes_article_var
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=BrGtir84UR6ypFo6Q4gKD9dC4CoSn2CmQzePVAsCNtwHg6yUQAhgCIJzz-AEoAzgAULLYsLj5_____wFgyeaPiPCjjBOqAQthcl9idXNpbmVzc7IBD3d3dy5ueXRpbWVzLmNvbcgBAdoBNmh0dHA6Ly93d3cubnl0aW1lcy5jb20vMjAwNy8xMC8xNi9idXNpbmVzcy8xNmZ1bmQuaHRtbIACAakCDvx-4qYcwT6oAwHoA2voAyXoAwT1AwIEAAD1AyAAAAA&num=2&adurl=http://jobs.hedgemedia.com&client=ca-nytimes_article_var
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=BChYcr84UR6ypFo6Q4gKD9dC4CrKT-SGu0NnOBMCNtwHw4ekBEAMYAyCc8_gBKAM4AFDEqZrFAmDJ5o-I8KOME6ABorTN_gOqAQthcl9idXNpbmVzc7IBD3d3dy5ueXRpbWVzLmNvbcgBAdoBNmh0dHA6Ly93d3cubnl0aW1lcy5jb20vMjAwNy8xMC8xNi9idXNpbmVzcy8xNmZ1bmQuaHRtbIACAagDAegDa-gDJegDBPUDAgQAAPUDIAAAAA&num=3&adurl=http://www.sourcesentry.com/fsb.htm&client=ca-nytimes_article_var
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=BChYcr84UR6ypFo6Q4gKD9dC4CrKT-SGu0NnOBMCNtwHw4ekBEAMYAyCc8_gBKAM4AFDEqZrFAmDJ5o-I8KOME6ABorTN_gOqAQthcl9idXNpbmVzc7IBD3d3dy5ueXRpbWVzLmNvbcgBAdoBNmh0dHA6Ly93d3cubnl0aW1lcy5jb20vMjAwNy8xMC8xNi9idXNpbmVzcy8xNmZ1bmQuaHRtbIACAagDAegDa-gDJegDBPUDAgQAAPUDIAAAAA&num=3&adurl=http://www.sourcesentry.com/fsb.htm&client=ca-nytimes_article_var
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=BChYcr84UR6ypFo6Q4gKD9dC4CrKT-SGu0NnOBMCNtwHw4ekBEAMYAyCc8_gBKAM4AFDEqZrFAmDJ5o-I8KOME6ABorTN_gOqAQthcl9idXNpbmVzc7IBD3d3dy5ueXRpbWVzLmNvbcgBAdoBNmh0dHA6Ly93d3cubnl0aW1lcy5jb20vMjAwNy8xMC8xNi9idXNpbmVzcy8xNmZ1bmQuaHRtbIACAagDAegDa-gDJegDBPUDAgQAAPUDIAAAAA&num=3&adurl=http://www.sourcesentry.com/fsb.htm&client=ca-nytimes_article_var
http://www.nytimes.com/2007/10/15/business/15fund.html?fta=y
http://www.nytimes.com/2007/10/14/business/14bank.html?fta=y
http://www.nytimes.com/2007/10/13/business/yourmoney/13money.html?fta=y
http://www.nytimes.com/2007/09/20/business/worldbusiness/20bank.html?fta=y

	nytimes.com
	3 Major Banks Offer Plan to Calm Debts in Housing - New York Times


	AIOODFCDCNDKEFOPAPIBBBGOPPMFAHAO: 
	form2: 
	x: 
	f1: 3 Major Banks Offer Plan to Calm Debts in Housing
	f2: By FLOYD NORRIS
	f3: http://www.nytimes.com/2007/10/16/business/16fund.html
	f4: default
	f5: OCT 16 2007
	f6: The New York Times
	f7: nytimes.com


	form3: 
	x: 
	f1: 1
	f2: http%3a%2f%2fwww%2enytimes%2ecom%2f2007%2f10%2f16%2fbusiness%2f16fund%2ehtml
	f3: 3%20Major%20Banks%20Offer%20Plan%20to%20Calm%20Debts%20in%20Housing
	f4: The%20plan%20calls%20for%20the%20banks%20to%20create%20a%20new%20financing%20vehicle%20to%20try%20to%20reduce%20the%20risk%20of%20a%20meltdown%20by%20propping%20up%20an%20important%20part%20of%20the%20debt%20markets%2e
	f5: 1191076828355
	f6: 20071016
	f7: By%20FLOYD%20NORRIS
	f8: 
	f9: The%20New%20York%20Times
	f10: Business
	f11: business
	f12: 
	f13: www%2enytimes%2ecom%2fyr%2fmo%2fday%2fbusiness%2f16fund%2ehtml
	f14: banks%2band%2bbanking%3bcredit%3bmortgages%3bcitigroup%2bincorporated%3bsuggested%255fwashington%3bsuggested%255fus%3bsuggested%255ftopnews%3bsuggested%255fbusiness%3b
	f15: 5TbZMVtaayMageHHkACNzg


	form4: 
	x: 
	f1: http://www.nytimes.com/2007/10/16/business/16fund.html
	f2: 3 Major Banks Offer Plan to Calm Debts in Housing
	f3: Banks and Banking
	f4: des
	f5: Credit
	f6: mdes
	f7: Mortgages
	f8: des
	f9: Citigroup Incorporated
	f10: nyt_org_all
	f11: call
	f12: 1





