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Federal Reserve: Emergency Lending
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Introduction

The financial c¢risis that began in 2007 and deep
DepreTheofiederreaslp opnoslei cwa s td wieft anldacga,t rovea si al
unprecedented tools to RBamtpipdel avi tsh Wd mea ntch @ ladtm
taken by the Feder bt ocRndesregdeenac dyult ghtoyr, uSdeti ons 13 (3
the Federal Reserve Act (12 ddtSw@s 3Hd4e4d)riDblkids i mb
review adofebmewshis lending legacy 1iss likely a
still a useful onhdmanicekpaoli ¢y meabdihtbo of politi
Using its motrmal Fpdwkases statutory limitations
accept as collateral, and for how |l omigngtthmhay 1e

crisis di delniomi tmet®iccttsivens b3 e3d) tos ta ua fisotrhi ez eF emd
emergency facilities created during the crisis t
cont r o vtehres iFaeldl ya,l s o 1 twolpadfi&mbtbasitochmeo {BqtBBd)d s ay
“bai I'—Boeuatr St AmenscandlInteAh@ttfwmahcGundbupi ¢ ms t ha
deenfteado bi. gl hteo Ffeadielr al Reserve also lent extensi:
window and newlandremigardtndakt a’t(il t aicegsea sicmg e pur ch:
Treasury abnadc kmeodr tsgeacguer i t PR e o atubseas ien g ctt & koenws r iwse ir se

un doetrher a,to hbh gbreaytoeneds t he s c,opaes oafr et hoitsh erre paocrtti on s
federal government during the crisis

ThBo dFdr aWakl 1 Street Reform andi@dhnhsnmetrlnéhrkDo dd
AcP. L.2031 1 imitseddt her&Fetdon undeMetmbersonfl3 (3
Congress bkédésevehahges. were insufficient

I'n resplfaoisnea ntcda al t ur moil diasuecsacseCOYAMh e tthe ohadi:
reopdame of these Ipasogalasms tiank &€ 2dDt.her actions t
activity and financial stability that are not ta
actio@RS breei ghFtedleXhl2 Reserve: Recent-1®&ctions in
by Mar c.HLaRb 9o n7t4e8f e r r ¢ d h ¢toh ibryd scoonreo m¥dsv,alsu s st i mul u
pasd by tdheoi®®eMalr2xOhT 2o bdddvi de HMbtiwddedown$S4ea4nd $500
billion to support Fed 1i qdudidlilpiydblaacmsbdt tes. (Of
suppor talslpye ciidfieichat § tf 1 imel s h aAny ss mot bislpleondimdfac om t hi .
used to s upp.o)rtThFee db iflalc isltiattieess t hat applicable
a
T
I
d
w

io0

t
) s

pply to these facilities.

his report provides a review of thaendi3(
t diskbasEadit hority under Sectiefm alnk( A)x t
iscusses poplreolyogmbatunesonand amendHS®Rct B
hch passed the House on November 19, 2

o &~

1 David Fettig,Lender of More than Lafkesorf Federal Reserve Bank of Minneapolis, December 1, 2002, at
https://mww.minneapolisfed.ongublicationsthe-regionlenderof-morethanlastresort

2 For more information, seBRS Report RL30354Monetary Policy and the Federal Reserve: Current Policy and
Conditions by Marc Labonte

3 For an overview, seERS Report R4341%o0sts of Government Interventions in Response to the Financial Crisis: A
Retrospectiveby Baird Webel and Marc Labonte
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Hi story of Section 13(3)

One of rtdad ditasidn cwaesat £ dc wélaesn der ofbj aprtowvwviediomg ,
liquidity intdhm Hoamhotodghoadtsnt windlolw. The Fe

provides that service today, but ttylpd.cm@hdwnt of 1
timdecameet hwadnvkosuthale t t hteeirrm sbhoorrrtowi ng needs thr
marketnoomabhditions. Disdowuibtankisndbaeow Blren dinndg r t |

normé¢htutory authority.

Nonbank financial firms also face liquidity need
much more 1imited. KkKeodt iraamr ell Jy( ¥)e dicaesn 1 9B si dvhe c |

usde it to make 123 loans to nonfinancial firms t
authority was superseded by new authotity (Secti
Section 13(3) can also beAfutie@rdlog off mdioSkkecdt i @ | e nd
13(3) occasionally to make nonmember banks and ¢
window IW8flomewvhmamber banks were permitted to acc
Section 13wa3s) naoutt huesneddt ytroc deixt t o nonbanks from 19
authority was then used extensively bagivemriyng 1 n
di fferent ways than it had been used previously.

c
»
(g
o
-

Section 13 (3) in-2020

In M206268the Fedxamplamegd facilities using Section |
finadicimdpausoad blyd mOVk®Ots for corporate debt, m
nonresidbrntckaeld secatrities

mmer ci al Paper( CREFYErR g F & oGiRvHeRLY t h e
i cha usspecial purfecorseea tveedh iacnlde clofBW)ol 1l ed by 1
ppoaammereci al /Camenermankedpapmrdebt short
sued by financial firms (di npealbusdbiurgh banks ),
tities tbhaactk eids ssueec uadsiesteiGP F F( ABS xhases newly
sued commercial paper from all types of U. ¢
ctor buyers. I s s ugarss wwreuslt apsa yi nat efreces tt oo nt hteh
mmelr cpiaaper; the interetshrmoeatd bDwvesati ght t he
dex swap rate plus two percentage points.

.

o w =0 =u g

5 0 0w 3w o S50

4 Howard Hackleyl ending Functions of the Federal Reserve BaRksgleral Reserve, 1973, p. 130. See alsadDa

Fettig,Lender of More than Lafesorf Federal Reserve Bank of Minneapolis, December 1, 2002, at
https://www.minneapolisfed.onguiblicationsthe-regionlenderof-morethanlastresort J a mes Dol l ey, “The I n
Advance Program of t hThe Quarierly dourhal akEecenemiceot 50Sng. 2,tFebraary’1936,

p. 229.

5 Nationally chartered banks are required to be members &etteral Reserve System. State chartered banks have the

option of becoming members. Until the Monetary Control Act of 1880.(96221), only member banks were allowed

to borrow at the discount window.

The Fed’>s use of SPVs is discussdehdingtoltsfdre detail bel ow 1in

"Feder al Reserve, “Federal Reserve Board Announces Establis
To Support The Flow Of Cr e dressrelfaseMHehils 20800t d s And Businesses
https://www.federalreserve.gmgwseventgtressreleasasbnetary20200317a.htm
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commercial paper any i1issuer can sell to the 1
must receivecaedetarntvtehyg hbpghe eligible for
is currently scheduled to expire in March 20°:
of assets from the Exchange Stabilization Fur

l osses.

T Primary Dealer Cr)dfdiee dF ae vPilvGFb rfoR B Wk
liquipriitmgartyad ga bDeapsgoefer nment s¢hutities deal
arnmtar ket makers 1in stkhastfegddeist  mam&klets and are
count ef pompretni emsar k e The p PaDeCtFi ben st hought of as
anal awowms di scount windowarftomapei’'smar y hede Fleadr s
primarya(tieead.i,t t he borrowing rwaitisec hat the disc
curreatitl ¥ h¢ heopedtanarhaegt udarmen sabvlaei Ilwi t h
maturitiesovamtgonglgt d rn9midahy(si ecoyr {d ®ans
musthdlrepacdll aterahtdh aryfiund sl wf fciodileantter al i ze d
limiting their riskinels¥rdAxgsepitadble collater
gowmeane nt agiemopgsdenbnt gr adebaccokrepdo,r aatses,etmor t ga
backendpnicipal sedumniitni ¢l asses of equities.

f Money Market Fund LigQuhé@éetdycFavwMLEFdt y h¢ MML F
t o mmaokner et oumse tonftnamecidhs to purchase asse

market funds are sc9Thisgredumest thed pmptbiadn 4 .
runs on monegyaumaadk twynyfimaisllitgpw iQ@mltye assets.
assets sold by promef wodienyt dosatr kient nfuumidesi pal d
are eflargitbhe MMILErities &hicdgUulblee for purchase
Treassuadwrsi ties 1ssued by govyponsmentdagencies
enterlprghlkyg;rated municipal debéndt hat matures
highly rated . Ehhemmkead icaadr msa piemrt erest on the 1o
creditTrreaat ggo fgoyrn ment agency, orpktuvernment s p
an additional 0.25 per camd aagne apdodi inttiso nfaolr ommen i
per cenitnatg ef opro commer cial paper) but bears the
decline bel ow tCne Maarl2ub2tlo%, b hekilognregul at or s
issued an interim final rule so that these 1«
batsk c ompl iraengtuelcawp t hal e quirements.

T Primary Mar ket Corporat)e aBededntafFacility (PM(
Mar ket Corporate Creldet FEdcthéetwyed SMGEF)
facilities to s uppetrhPeMC GtFop opruartceh absoen dn emmalryk e t s
issued coffpomsaerd $ME€Fo purchase existing cor

8 For a list of current primary dealers and more informatioruttieir relationship with the Fed, see
https://www.newyorkfed.orgharketsprimarydealers

Federal Reserve, “Federal Reserve Board AliyfPODGR)Toes Establis
Support The Credit Needs r@spbreldhseMarchh7o2020sat And Businesses,” p
https://www.federalreserve.gmgwseventaressreleaséaonetary20200317b.htm

WFederal Reserve, “Federal Reserve Board broadens program
businesses by establishing a Money Market Mutual Fund Ligqu
athttps://www.federalreserve.gmgwseventgressreleasasbnetary20200318a.htm

11 Federal Reserve, Federal Deposit Insurance Corporation, Office of the Comptralled t he Currency, “Fede:
Regulatory Agencies Issue Interim FointpredsreldaseMarchi% r Money Mar
2020, athttpsi//www.federalreserve.gonéwseventgressreleasasbnetary20200319a.htm
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raterdeletd nd seeltmomegde’ Byt mar ket s .

will purchase debt through an SPYV.
is investmengr agdrea diesTdowe iisswed by 11
ial operationsanmotthrere ddmti ted States
imsnistanele9Foel ahedSMECEOVbE®nds will
at fair market value and must maturt
t fiantfeosr nmweidl 1b ybaemdr ket roawees will
percemttageepoilthte dbommiotwma may call
future, enabling the facility to
Bopb oma hemrzrerrent 1y scheduled to ter mi
September 2020.

m Mas&kted Seauonr FacebiThg FEALKF)Xvived the

tFo make nohsyedoumset o prtihvwatueg hi mv SsPtVor s
pumewlhpeissucecAlBS hiagdhkdeyd rtast eddar i ous nonmor't
a%Ed i gible ABS include thesaedbac¢cké¢daby,cert
edit card receivables, equipment loans, {1«
nance loans, small business loans guarantec
ministration, or sdAnyicbobmpaagvanth mnacaceveal
ith a ptemawpudd be el BgibbdbweforwaulALpPpaloart
nnterthwdulad ebe one or two percentage points
aamd a fee ofqutahle tloo an la%mb braits.k Tihhea tFetdhebear s
alue of the ABnS afmaolulnst bpelluosw at hhea ilrocaut . Borr o
repay the loan. The program is currently scl
eptember 2020.

The CPFF, PD&Fe wadytThBeD MBIl £ nacti dit i.ehst¢ dMMIcFus sed b
is very simAsesBractke dt Comdne @& i al Paper Money Mar ke
Liquidi tAMIFR)caiblai¢tpyt s a wider range of collateral
200Mh.e PMCCF and SMCCF are unlike any 2008 facil

OOCDFPFP'—“H
—_—
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The potential size of thespaptoprgmmsss generall
borrowinghpateer hhumnsllilngi t ed a b iTlhiet yr itsok fpuonsde dt hteom.t
(and ultimately, the taxpayguanttihfryo ugihvearn etslee fure
surroundi-In9, rChbOVKI Di s mi ti gated because the credit
must qualify based onl nt eardillsi ¢sdwanh; ya sh acsr edietd greadt i$n
of assets froamitlhhezaHlxicohna nfFguen dStf or each of these
protect the Fe-dalftrhoomm gfhu ttuhrees el olsossesse s woul d st il
goverihaah facility was approved by the Treasury

Amounts out s tlaBpdri onggr at thsr oaurgeh repos tkal aviPedk | yh oat it
More dietnfhodimalt ppavidedQuarthel Fe®eport on Federa

L2FRederal Reserve, “Federal Reserve AnnouncdessrelBasg ensi ve New
March 23, 2020, dittps://www.federalreserve.gmdwseventgressreleasanbnetary20200323b.htm
BFederal Reserve, “Federal Reserve Announc¢esstelBasg ensi ve New

March 23, 2020, dittps://www.federalreserve.gmdwseventaressreleasembnetary20200323b.htm

14The ESF was not used to back stop 13(3) programs in 2008, but some programs were backed by other Treasury
funds.

15 Federal Reservéactors Affecting Reserve BalancBata Release H.4.1, https://www.federalreserve.gov/
releasedidl/
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Sheet De vi®Tlhoep niondtdsk Act requires the Fed to prov
commitjueessdfction with details of all transacti
borrower/7daywi olfi ish ec rperastgroanm and with wugddates eve
additionEFradahk MDMotddrequires trdnsetosed dataybart
the facil'iSttey itheclkesd ddwme rbseil wt eRieogrut ihreednee ndtest a i |

Use of Section 13 (3) in 2008

Section 13(3) was wused to authorize multiple act
wor s athed woi Bplodi8nrtosund t he time the investment ban
di fficulties in March and following the failure
Septembedit exSercdle3ddiBm)ynB@®@thS8 be divided into two b
categories:

1. broaddalsed ffocialdidtqasisdi ty probleamsd in specific

2. excl usi vaes,s itsatpamereedtto t he dindrdedbygl f41itt mse ¢
deemed tod big to fail

Creduttstanding (in the f8Semtldfipdomalsdd oat sETlul@ ibkiile
in NovemBQur r20m048l.ly crediSe cctkibediledasndeen repaid
interest and all 18 03n)t rfaarcyi 1tiottipeesp Ehkhdvire o beexlspiu di ffe edr.
any losses onundens S@h)hdasped&kimose $t3Wabillion

( mor e thanimigﬁrfelo)afthEW(hénhshoerheﬁ:h(ﬁfsreansa&pbeﬁsl t he

taxpayerexoamgdeatehan the di stceorunnst owfi nhdhoedw pbreocgaruas
feweafeguwiamdsome caseseciomvw&hndmpmmsobhl ed asset pur
examplTehe next two sections summarize this exper:

Apperdi x

16 Available athttps://www.federalreserve.gambnetarypolicyjuarterlybalancesheetdevelopmentseport.htm
" Transaction data is postedhitps://www.federalreserve.gmgwseventséform_transaction.htm

18 For more information, seBRS Report R4215y st emi cal ly | mportant or @AToo Big to
by Marc Labonte

19 Total does not include asset guarantees for Citigroup and Bank of America, under which funds were never used.

20 One facility, MaiderLane |, still held more than $1 billion of assets at the end of 2014. It has no debt and is not
authorized to purchase additional assets.

21n addition to the $30 billion in net income received by the Fed, Treasury received an additional $17.6 Iidton as
income on the sale of equity that the Fed originally received (and subsequently transferred to the Treasury) as
recompense for the Fed’s loan to AIG.

22 profits are defined here as payments received in excess of principal outlayed. It does notingnitaive

expenses, which are not reported separately for each facility. This report does not consider whether the Fed earned

economic profits on these transactions. For example, the income from these transactions may have been partially offset

by lostincome if the Fed offset those facilities by holding fewer Treasury securities on its balance sheet. One study
attempts to estimate this effect for the Fed’s broadly bas
“t oo bi gorSeetiorf13(8) facilities, it estimates that the facilities earned $8.1 billion in interest and fee

income, but the “cost of funds” for those programs was §$1.
life of the programs. See Michadlle mi ng and Nicholas Klagge, “Income Effects
Facilities,” Feder alCurRntissuesineEcoBamickandoFtihanee W, nd. ¢, 2041, at

http://www.nyfedeconomists.omgsearctdurrent_issuesil7-1.pdf

23 Under a nofrecourse loan, the creditor has no right to seek payment beyond the collateral posted in the event that the
loan is not repaid.

24 For more information, see Fexdl ReserveQffice of the Inspector Generdlhe Federal ReserdeSection 13(3)
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il

As this report discusses, the 2008 experience with 13(3) facilities yields a few insights that may be appiisah
use in2020.

Lessons From the 2008 Experience

Financial turmoitreates liquidity (cash flow) and solvency (negative net worth) probfenfsancial firms
The Fed is designed to address liquidity problems but not solvency problems. In 2008, Congress creat|
Troubled Asset Relief Program (TARP) to address solygmoblems2s

The Fed camuicklyramp up lending once a facility is established. Mosgrans were createdbetween
September and November 2008utstanding creditinder 13(3)exceeded $700 billion by November 2008.

In hindsight, e 2008 iquidity facilitesdid not prove to beas risky as they appeared. All facilities yielded
positive net income for the Fed, and none suffesgrydefaults Credit outstanding wound down relatively
quickly once financial conditions normalized.

Statutory restrictions in Seiin 13(3) were less restrictive than they appeared. For example, these
restrictions would seem to limit the Fed to lending, but asset purchases were possible tHrbGghor
special purpose vehicl¢SPVycreated and controlled by the Fed.

The Fed wouldrequently include size limits and termination dates whew facilities werennounced, but
these would typically be revised as circumstances changed.

When borrowers mus apply to access funding, take rates can fall shortqgd ol i cy maker s
examplethe Term AssetBacked Securities Loan FacilfyALF was envisioned as a $1 trillion program by
Treasury, buit peaked at $48 billion.

The financi al crisis mar ked a t uritsrelatpnshpponitm t i
Congress, arguably in large pdteto its emergency facilitie$n response, the Fed took many steps to
become more transparen'he Dodd-Frank Act created new restrictions on Section 13(3) lending. In
particular, it tried to prevenbailout® of failing firms.

The confidential nature of the facilities were particularly unpopular with some. This led to requirements
the Dodd-Frank Act that the identities of borrowers be publicly disclosed after aSaghdisclosure risks
creatinga stigma that may cause borrowers to be reluctant to use facilities for fear that creditors percei
them as troubled. This stigma risks undermining the goal of the faéilittesestore or maintain financial
stability.Stigma was largely not a problem2@08, butunlike thenborrowers now know that their
confidentiality will not be maintained.

BroaBdged Facilities
The Fed c¢r e abtaesde ds ifxa cBdadalddl€¢ys ) unde2 008 t o

extend

eligible borrowelrass swiotfth imo mb apmake tfiicrmalmacri acl f i r ms

of finanscial mar ket

T Term Securities LeadHArnigmarayx iDdalyer( TGrLeFdi t Fac
(PDEFhESLF anwePB&Eed to assilshhe pFreidmary deale
made -tschhromtl oans through the PDCF and TSLF to

that other primary dealers did not
primary de alserf iBneaanrc iSatle adrinfsf i cul t i e

Lending Facilities to Support Overall Market Liquidityovember 2010at http://oig.federalreserve.gaeports/

exXxperiencc¢

S .

FRS_Lending_Facilities_Report_finall-23-10_web.pdf See alsdJ.S. Government Accountability Offid&AO),

Federal Reserve System: Opportunities Exist to Strengthen Policies and Processes for Mamaggsncy

AssistanceGAO-11-696, Juy 21, 2011 at http://www.gao.goview.itemsd11696.pdf The Fed was required to report

to Congress on assistance provided pursuant to Section 13(3); theseaspprsted at

http://www.federalreserve.gawbnetarypolicydst_reportshtm Se e al s o tCheditadddidquiddy we bs i t e

Programs and the Balance Shemtailable ahttp://www.federalreserve.gawbnetarypolicydst_archive.htm

25 For more information, seERS Report R41427roubled Asset Relief Bgram (TARP): Implementation and Status

by Baird Webel
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T AssBacked CommerciyalMaP&per MMo ne l Fund Liquidi
FacilityConmneLrFc)i al Paper FupadidngMoFeecyi | ity (CP
Mar ket I nvestor FundihayMLFacCPFFy 4 MMI MH) FF
were created to support the commercial paper
useldhhe Fed set up its commercial paper facildi
mutual funds forced the latter to contract ¢t

paper.
T Term Mac«kted Securities . TLheBAlLWwWEkactltebtyed T TALF)

to suphAPMmaeckKhe ough TALF, t-hedEFEyfedavimade t hr e e

loans to private investors to encourage them
resident ibaalc kneodr tsgeacgil@ABS i ese ( MBSl ternative wa
banks and nonbanks finainncees sleosa,n sa ntdo tchoenys uanreer s
often referrehladowabaacatkiifvmigtm essf t hat substitut
traditional bantka H3Tnhgki ndge calnidn ed ei pno stihte value a
liquidity of ABS during the criscies, resulted i
reducing the credit available to households

Tablperovides a summary of theAltle rtrhse xatnedp tul sifeosr ecs f e
TALF were usedtarompliegouni¢deipttywadtd v comparable to t
di scountlThwi CPFWF. was the largest facility, and T/
in the table, none of tWdde facilities extended

26 Other Federal Reserve and federal emergency programs beyond the scope of this report were aimed at supporting
mortgagebacked securities (MBS).

2T For more information, seERS Report R43345hadow Banking: Background and Policy IsstgsEdward V.
Murphy.
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Table 1.Broadly Based Facilities Created in 2008 Under Section 13(3)

Usage Terms and Conditions
Facilit Loans Outstanding Total Number of Lending Rate /Fee Recourse/ Term Date Announced -
y at Peak Income Partici pants 9 Haircut Expired

Term Securities Lending  $235.5billion $0.8 billion 18 Set at auction, with Yes/Yes 28 days Mar. 11, 2008-¢eh
Facility (TSLF) on Oct. 1, 2008 minimum fee ofL0 to 25 1, 2010

basis points
Primary Dealer Credit $146.6billion $0.6billion 18 Rate sete q u a | t o VYes/Yes overnight Mar. 16, 2008-eh
Facility (PDCF) on Oct. 1, 2008 discount rate fees of up to 1, 2010

40 basis points for frequen

users
AssetBacked $1521 billion $0.5 billion 11 from 7 bank F e dliécsuntrate No/No 120 or 270 days Sept. 19, 200&eh
Commercial Paper on Oct. 1, 2008 holding companies 1, 2010
Money Market Mutual
Fund Liquidity Facility
(AMLF)
Commercial Paper $348.2billion on Jan $6.1 billion 120 Markupsof 100 to 300 No/No 90 days Oct. 7, 2008Feh 1,
Funding Facility (CPFF) 21, 2009 basis point®ver overnight 2010

index swap ratefees of 10

to 100 basis points
Term AssetBacked $48.2 billion $1.6 billion 177 Variousmarkups over No/Yes 5 years for Nov. 25, 2008 Mar.
Securities Loan Facility  on Mar. 17, 2010 to Fed; LIBOR or federal funds CMBS, 3years 31, 2010 (June 30,
(TALF) $0.7 billion rate; 10 to 20 basis point for other 201Q for new

to Treasury

administrative fee

CMBS)

Sources: Federal Reserve, Office of the Inspec®eneral,The Federal Resér&ection 13(3) Lending Facilities to Support Overall MarketNayedityer201Q Federal
ReserveQuarterly Report on Federal Reserve Balance Sheet Deyekmmosrdated).S. Government Accountability OfficEedeal Reserve System: Opportunities Exist to
Strengthen Policies and Processes for Managing EmergencyG¥sSistites, July 21, 2011.

Notes: Expiration date for facilities marks daafter whichno new activities were authorized. For some faciliteedgsting loans remained outstanding after the
i ncl utheFed hadoecquese for AMLF and HALP s

expiration date. Some facilities did not begin operations on the date annouReed o ur s e

only in the case of material misrepresetita.

CRS-13

only

asset

<



Federal Reserve: Emergency Lending

Figdplots loans outstanding for these five facil
was created, to October 2014, when the 1ast l oan
begignniimbenmptde mber 2008, peaked in December 2008,
quickly in 2009 as financial conditions stabiliz

amounts of credit oAwtcsotradn chign g ot hGrAdDu gels s vdalsFf. t he |
relatively cosmnmehlrafiobdermbwghamay reflect conce
those Sharkets

Figure 1.Loans Outstanding Under Broadly Based Facilities
(March 20080ctober 20149
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millions

B TSLFm TALF m AMLF = PDCF m CPFF

Source: Federal Reservé].4.1 release, various dates.

Notes: For TSLF, lending took the form of Treasury securities. For CPFF, commercial paper was purchased. For
other facilities, lending took the form of cash. Sggpendix for details.

Special Assistanc% otoo BEigf hoo DPed the d

Section 13(3) was also invokedptovpnoville dxesbuns
fail iowreo ffairnga nen adn fdd mboc basis:

T I'n March 2008, t he Féd taaskseiosvteerd oJfP BMoarrg aSnt e(ahre
prevent’stif@eil atreer Assistanastwasa npthovitded t hi
bridge 1 otame amulr ¢ thasneg o fd Baesasre tSst,e afrinnsa ntcreodu b 1 e
through a $29 billion Fed 1oan;

T I'n September 2008,s tfhaci IFuerde pbrye viemitteida 1AIlYyG pr ov
l1 ine o f$ 85r ebdiiltl ioofn . The assuvustmhce wiashrestru
the 1 oan -eavcebnyt vaa [Fleyd trpelppl d gchase up to $52.5 b
troubl ¢ d Now(e mdheer r est of the assistance shif

28U.S. Government Accountability OfficEederal Reserve System: Opportunities Exist to Strengthen Policies and
Processes for Managing Emempy Assistan¢é&sAO-11-696, July 21, 2011, Takdel2, 20, 25, 27, 31, at
http://www.gao.goview.itemsd11696.pdf
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2% For more information, seERS Report R42156y st emi cal l'y I mportant or MA,Too Bi
by Marc Labonte

30 As described in the reports pursuant to Section 129, availahigdtvww.federalreserve.gawbnetarypolicy/
bst_reports.htmin the case of Bank of America, losses were greatest at Merrill Lynch, which Bank of America was in
the process of acquiring. The Fed (and Treasury) may have beeocamostned that if Bank of America was not

offered special assistance, the merger would fall through and Merrill Lynch would experience a disorderly failure.

31 The solvency of Bear Stearns and AIG is analyzed in William Cline and Joseph Gagimman DiedBagehot

Lives Why Did the Fed and Treasury Let a Major Wall Street Bank FRi®?erson Institute for International

Economics, Policy Brief no. PB 131, athttp://www.piie.compublicationgpb/pb1321.pdf

2« JPMorgan Took a Bath oReutdds©atoberl® 2012 athttps/mwsvachbe.coniddi mo n, ”
49361397/

33 Chairman Ben S. Bernanke, Remarks before the CommittBaraking, Housing, and Urban Affai U.S. Senate
September 23, 200&vailable ahttp://www.federalreserve.gawwseventséstimonybernanke20080923al.htm
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America were banks, this izZzsedi saitnadeae Swas imav el B3t B¢
took the form of asset guarankcof§. Ahhei gaaanrnataaoe
showhi g @b €c aFuesde funds were never extended under t

Figure 2.Loans Outstanding for Special Assistance
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Source: Federal Reservé.4.1 release, various dates.

Notes: ML | = Maiden Lane |, facility to assist the takeoveBeér Stearns; ML Il = Maiden Lane Il, facility to
assist AIG; ML Ill = Maiden Lane llI, facility to assist AlG; AIG = direct loan from Fed to AlG. Funds were never
extended under asset guarantee to Citigroup and Bank of America.

Limits on Emergency Lending

Under normal authority, the Fed faces statutory
accept as fRadolwatlomagl FItfh mhhye |Rendd . wi shes to extend
not meet theiseitcirdtterdSagdomamddd 3ynder

Restrictions on Emergency Lending in I

Section 13(3) was mnot 1in the original Federal Re
715). UntHrlantnk eAcDto,ddt he authority was very broad
t h%% ¢

=

34 For more information on the discount window, seps://www.frbdiscountwindow.orghPagesbeneral
Information/The-DiscountWindow.aspx

3Theinterpre at i on of the statute that follows each bullet is ba:
and Exigent Circumstances: The Uhieetsity ObPennRlvaniaJownalofand t he Fin
Business Laywol. 13, no. 1, pp. 22227.
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T at least five of the sevemusweal gowdremwirge fti n
circum®twhmicles this phrase haist niomplpiees fic 1eg
t hfatnancial conditions are not mnor mal

T the Feé&di smcaoyjunt (fopadranygrshdpytdmatosporation
assistance should take the form of a 1 oan, a
individuals or businesses,;

T the borrowemomest praddst and bills of excha
ot herwise secunedftohth®eddttahbaftRheesse o ve Bank
l omns thabcekecdo IHyapprated by the Fed

T the Fed shall cchoanrsgies taem & immati dt thendttthaert a oems appl i
t ohe discoanntd wi ndow

T “t he Federal Reserve Bank shall obtain eviden
partnership, or corporation 1is unable t ec
from other bankhagrihsesmmustubeonvidence t t
borrower does tneortn ahtaivee sppri vate al

o s 1
hat |
These restricthenfedmds abaingrtethoedioans in 2008

Not aibn ys o mé&l nc afsoersm, these transactions were Struc
they permitted the Fed eteot smoovfe tahsesseet si nosftfi ttuhtei obna
owi®XIn thef cAbBG@ and Bear Stearns, the Fed purchas
ability corporations that 1t creadltheids and contr
ructure alcloomwpeldy twhiet hF eSde ctttlvico m sls3e (W3 )p eabr £ chaaw sees ¢ d
rougthr dmatilwe tFheed Mai ddre Lbmaoake dveby atnldes e asset s
entually repaid when tHlen atshheft s@ sweeir garnokuwopl da nodf B
America, of faer@dmamanwere in the event t hat t hey
assets, s tprrwocvtiwlmedd aaona eleoaamse basis, except

oo o *+*n —
- —h < S =

®¥Unusual and exigent circumstances is mnot defined, but is
Aut hority in Unusual and Exigent Circumdniversiy®s: The Federa
Pennsylvania Journal dusiness Laywol. 13, no. 1, pp. 22227, citing Thomas C. Baxter, Jr., general counsel, Fed.

Reserve Bank of N.Y., “The Legal Position of the Central B

January 19, 2009, availabletdtps://www.google.corskarchg@=
thomas+c.+Baxter%2C+Jr.%2C+The+Legal+Position+of+the+Central+bankf-8& oe=utf-8.

37|f five goverrors are not available, the decision can be made unanimously by the governors available (12 U.S.C.

248r). On at least one occasion in 2008, because of vacancies on the Federal Reserve Board action under Section 13(3)
was approved with only four governorsting. See Federal ResenRegport Pursuant to Section 129: Bridge Loan to

The Bear Stearns Compani@shttp://www.federalreserve.ganbnetarypolicyfiles/129bearstearnsbridgeloan. pdf

Federal Open Market Committe@pnference Call of the Federal Open Market Committee on March 10, 2008
http://www.federalreserve.gmonetarypolicyfiles/FOMC20080310confcall.pdf

According to a working paper by | evitaalynerestrictisnednthet t he Fed,
form a written credit 1instrumentDawidts $maltanckIamesh Clouseder t o be
“The Scope of Monetary Policy Actions Authorized under the

July 19, 2004, p. 15.

39 The discount window standards referenced here state that rates shdllibex e d ewdf achommodating
commerce anl@UBG85mess?”

Al exander Mehra, “Legal Authority in Unusual and Exigent
Cr i sUniwersity Of Pennsylvania Journal of Business Lawl. 13, no. 1, p. 235 his article also presents
arguments that the Fed nevertheless exceeded its legal authority for some transactions under Section 13(3).

41 The Commercial Paper Funding Facility (CPFF) was also structured as a limited liability corporation (LLC) that
purchagd commercial paper and was financed by loans from the Fed. The Fed also created LLCs associated with the
Term AssetBacked Securities Loan Facili(fALF).
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payment s™Thd Fedsals oecmaldye tao |AlaGo bdpi’arheyrde thayl t h e
assets, meaning there were no speci43fic securitie
Furthermore, th'nhedaha sanidn teexrTpgocenthe dn rtchuants taasnscies:
should be temporbyyegc€&heistietkyiration date wuntil ¢
had waned.

Onstatmdwirsyi on t af§ etchtec’slheadt 8{ 30s in 2008. In 199
Deposit Insurance CoPpdar24DBnUl aipCovie®bh) Aont ¢i

provi hmeomotvlemal qui r e ment tohfa tt hceo lkliantde raanld bnea t ur i t i
eligible for dis’toutnlte fdirs aneunibte rwibmdhdkw. Accor di n
Senator Christopher Dodd, the 1 attioonnmaalkee ffourl ltyh e
secured loans to securities firms "MB8e¢nsttaneses s
fir mss, airtg uwead, would not mnecessarily hold the sa
collateral at the discount window. By removing t
against a broader array of assets.

Changes iDoRHtdhnk Act

Conc e nn €eosash osuotmet hoef’s&¥ e i o nSSe cuthidlder® ) dfuirn smmgce it dhle

crisitshé¢edsadmeinadme nt i n Sec tFroann kl 1Aclt tohfé& etnheer aDl oldyd,
intent ipano voi ft htemePo d d waAptt ®vent t he Ftedf adirloimn g ai l
firms while pofesesvidngoonbhtdabhattdmasaddicycilities
address unpr-adtcetsabpeomde®Spedcuirfiincga IBlr w,m ktshhes t Do d d

1 eplaadd vidual ,c oprap o’rwae ttphahmtpi,c ioprant in any
r

ogram or f abcaisleidt iyePJwigtihb iblr o a d

1 equired thdtoradgsies tpamrmgposkte of providing l1iqu

r
p

r

system, and not to aiTHt ardhediogt fimmadcnglt acc
imol ve ndte ffiaidremypa nkruptcy, resolution, or 1inso
proceeding;

required that's ufofaincsi ebret (sleyc)urteod protect taxpay
and that <col |l #Hteenrdaalb’lbeh aveasl suseg 8 ¢sdoman dwi t h
rim&knagemen?t, practices

f

orbPadprogram or facility that i1is structured
balancd sheetmgdbe an” specific company

T required %my bprogrmranmm nated in”antdimely and or
 requi fperdi otrh eafp ptrhoev aSle cor et @y of the Treasury.

42 Federal Reserv&eport Pursuant to Section 128uthorization to Provide Residual FinancingBank of America
Corporation January 15, 2009, attp://www.federalreserve.gawnbnetarypolicyiiles/129bofa.pdf

43 Federal Reserv&eport Pursuant to Section 129ecured @dit Facility Authorized for American International

Group, September 16, 2008t http://www.federalreserve.gawbnetarypolicyfiles/129aigseccreditfacilitpdf.

44 Senator Christopher Dod@pngressional Record Nove mber 27, 1991, p . FDIC6AT 3 1 . See al.
Emergency Liquidity ProvisionsFederal Reserve Bamf ClevelandEconomic Reviewrhird Quarter, 1993

45 See, for example, thioint Explnatory Statement of the Committee of the Conferered td 1:203 H.Rept. 111

517, 111" Congress, June 29, 2010.

46 The DoddFrank Act left three requirements in the original statute largely unchagigedfinding of unusual and
exigent circumstanceg2) that interest rates be set consistent wittute governing theéiscount windowand (3 a
finding that the borrower be unable to access private credit.
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Proponent s-Fodnk hActDolblells exatdhohatythe PpPedvide as
big to fail firms was no longerThecEsdajygysbetnad
special a®osbsiganoefholtdirms dursdg rtmbe comi di s o
not be wound down without c¢aus ibnegc afupsacn ooefi w ¢ di n st
shortcotmhamgbbamkcelpasd yofpfaildieadl sf or ®holatéeo@dni on of
regime-bfammkosa odnre dt hé& BbRDIh& ressesbuthan seghmaessista
would not be neXRistslaer yl li-ho ft thheh €auBoudcdee at ed such a
call &Qlr dtehrel y Li qu i”8Wh iidoreni t A uc@h dodpiptoy F e as ons beyond
scope of, tthrisp areemtlFst amfk tAlc de IRionpidinea ttshnagtbti h ¢ t Fe d o
prevent firms from failing under Section 13(3) w
firms c¢an urnldye rrgeos oalnu toiAodne ow ndd enrg Ttiot 1Bee nl IB.e r na n k e,
the Fed during“Wiheh ftihmea ncerieaalt i comi soifs ,t he [orderl y
ability of the Fed to make 1loans tAI Gnwaisvindomal t
longer needed and, aPpropriately, was el iminated

The 'FeRule I mpl e menftrianngkstACdtabgadd

AsSectli3qaBa)n ben b ffluendi s ual and e xTagnddmtd miortc bmsetna mcsee
for decadest pheoemditigulveed nnoag 210 0Bv,a13 eti i o hg

t hdei s ct ®t don s o-Frdh& Rottdalso required the Fed to
impl ementingasSesddmna sl”lailsld ptrhaec tFiecda bilsesso¢e dga pr op
son 2®bhpeublic comments criticized the rule for

qualitative ¢h¢®€inhuestumslnsand exi"gehktatctéeéreshmspemaekt)
insolvehbpuseldromd the FGeaterandbefl iesvet tthancd he

vagueness of t hfeorr utlhee issa mien dreesaisroanb Iteha+t pr oponen
becaumsaeiimi zé&s tfhuet uFree di scretion.

O

n December 18, 2015, the Fed promui’Cgmpadeca fina
wi ttthe proposed rule, the faisnhaolow rtuhlee &Epoerdopviipdueldd mo r
withe -Poddk Actqu,jreamé nt kus givesFohee¥Yamplesst ld

final rule requpenal Twhidcdhe gijthe sbasat premium t o
rate prevailing ilm mormtahfeiagsacksc,m mk ¢ a g oteosr.ybe yond t
requirements. For example, statute only prohibit
insol vency prsocteheed ifnign,a Iwhreurleeae a ¥ s bl didsd biitt s 1 e n.
open to at Ileast five ¢ lhiagsobbeleem rbroermdte Wotnr ®© veany r e
thpest 90 days, a healthy firm for tghe( apsurwaosses o0

47 See, for exampleChairman Ben S. Bernanke-ederal Reserve Programs To StrengtGeedit Markets And The

Ec onomy, ” B@ferstheiCammittge on Financial Services, U.S. Hofifepresentatives, February 10, 2009
athttp://www.federalreserve.gawwseventséstimonybernanke20090210a.htm

48 For more information, see the FDIC websitgs://www.fdic.gowesauthority/

“Ben BernankKetté&Waandnthe Lender of Last Resort,” Brooking:
http://www.brookings.edilogsbenbernankgiosts201505/15-warrenvitter-proposal

%Fe der al FRderal Reserve BoaBkeksComment orProposed Mendments to Regulation Regarding
EmergencyLendingAuthority, press releas®ecember 23, 2013, http://www.federalreserve.gawwseventgress/
bcreg20131223a.htmFor more information, se@RS Legal Sidebar WSLG124F e d 6 s Emer gency Lending R
Finalized A Year After Public Comment Peribg M. Maureen Murphyno longer distributable).

55"Comment letters ar e phitg/iwevdfederalreseriieegaipsfoda/ViewCanenientsiaspx? a t
doc_id=R-1476&doc_ver-.

%2This debate is discus s kkodvMuach Discretion Should the Fed ReGrarite e nt i t 1 ed

BFederal Reserve, “Extensions Federal®RegistérBa59, Pegember 1Be2016,1 Res er v e
available athttps://www.gpo.govfisyspkg/FR-201512-18/pdf/201530584.pdf
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the case with JP Morgan Chase and Bear Stearns),
resolTuatbdeexn pl a itnhfei hetwv rule i mpi e me sStescntkidhqge¥ )ma j or

Table 22Maj or Provi si ons o fimglementing Batldd sFrafkiAct a | Rul e
Changes to Section 13(3)

Section 13(3) Provision Final Rule Implementation

Limits assistance t o any Minimum offive eligible participants for a program to
facility withbroadb ased el i gi bilit meet thbaédbdoedigmdnt | it

Specifies that assistancedd or t h e p ur | Specifies that liquidity may be provided only to an
providing liquidity to the financial system, and not to ¢ identifiable market or sector of the financial system.

a failing f iRagairesthatrégulatiansnp Provides that a program may not be used for a firm tc
preclude insolvent borrowers,i.ehb or r o we r s avoid bankruptcy or resolutiorSpecifies that a
bankruptcy, resolution ... or any other Federal or program designed to aid one or more failing compani
State insolvencproceedingd or to assist one or more companies to avoid

bankruptcy, resolution, or insolvency will not be
considered to havbased he r
e | i g iRequites doryowers be current otheir

debt for 90 days before borrowing. Permits the Fed tc
determine whether the applicant is insolveBikcludes
a firm from borrowing from Fed if the purpose is to
help a thirdparty firm that is insolvent. Includes
immediate repayment and enforcemeattions for
firms that omake[s] a wi
regarding its solvency. ¢
no obligation to extend credit to a borrower.

Requires that | oans be < Requiresthatthe Fed assign alendable value to
taxpayers fr onmerabeassigned,ad collateral at the time credit is extended.

0l endabl e valued that i
management practices. o

tn

Forbids o0a program or f & Prohibits removing assets from one or mafiems that
remove assetfrom the balance sheetof asingleand meet the rul efs definiti

specific company. o

Requires oprior appr oval Specifiesthat no program may be establisiwitiout

Treasury. o6 the approval of the Secretary of the Treasury.

Specifies that the authority may be invoked only in Requires that t heionoftte pr
ounusual and exigent cirunusual and exigent <circ
program be o0terminat ed i than7 days after establishing a program. Requires th
fashion. ¢ initial credit terminate within one year, with extension

possible only upon a vote of five governors and
approval by the Secretary tfie Treasury. Requires a
review of programs every six months to assure timely

termination.
Specifies that rates be consistent with the statutory Requi res the rate charge
requirements governing the discount rate. defined as a rate that is a premium to the market rate
in normal circumstances. It must also be a rate that
oaffords | i gndexiyentcircumstancesy

and ... encourages repayment of the credit and

di scourages use of the ¢
conditions normalize. 6 F
fees, penalties,...or other consideration...to protect ar
appropriately compensatihe taxpayer...6
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Section 13(3) Provision Final Rule Implementation

Specifies that the bor r c Requiresevidence ofability of participants in a

adequate credit accommodations from other banking program to obtain credit. The evidence may be basec

instieutions. o on economic conditions in a particular market or
mar kets; on the borrower
0Oto secure adequate crec
other banking institti ons, 6 or on o0
participants or other sc

Source: CRSbased on Federal Resenggxtensions of Credit by Federal Reserve Ban&8,Federal Register
78959, December 18, 2015, availabld@ps://www.gpo.gotdsyspkgFR201512-18/pdf201530584.pdf

a. Requirementis largely unchanged by the Dédldnk Act.

Oversi ght Requirements

Following tha8 (Bsge imf 29ddRBt,i adrthrke 1 aws have been ¢
oversight of emergency lending.

Firmt2®@&,tionht2F%mefgency EconBmie3dpBtlabghizetdion
the Fed to report to the congressional committee
for assistance within seven days of providing as
60 days.

Secom2d0,) Alimame nd me nt t oa ntihlei ethe ISpaivneg JSkheti r o Ho8nk 5 AL t
P.L.2N lilnal pdeodisi oGo vterantmeanlt] cAAwsc oGiAQPaanbdii Itist yo fOf f i
“anyt iaocn t aken by .Schoet iBomrld3 ukh)deaf the Federal Re
a single and specifi'Ehprotmkhrowegd GAOcougdioratodn
Maiden Lane facilities and the assettguarantees
maintained audi-damargdnmdx td btais b ibbtowcanste wagnedn c y
lending facilities.

L, Sact i ont hlel @Plo donfk Act require 0
ction 13(3) be reported to t committees of
d aSteecst.i orne qluliOr3e d I ending reco s (including d
d the terms of the 1 o0oan) fro t he®acmd sis t
ndingf rrdemctgurrdesg r a ms cSeatliddd®d pnderbe publicly r
ter the facility was terdni whti € dh e o rSretcwetai nogne & 1
@2 1owed GAO to afSSdctlidagmy aotri ompeuwmdearonal inte
nancial reporting, internal favewtrahsmueftf odt iv
ipad ty colmtt rdhicd orast allow GAO to —eaonlédec¢ti omn eco
G®quired GAO to conduct an audit of all Fed er
cember 2007%°GMAA neanya cntonte ndti.s c1l ose confidential
ndingeraedrds car

r mo s,e €&& aRelporFe®RaedndI79Reser ve: Oversibght and
rc Labonte

t hat details

v =
o -

d
h e
r d
m

—g-— " =8 = o g
[CEN I =l N O Bl = B o
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54 These reports are availablehdtp://www.federalreserve.gawbnetarypolicydst_reports.htm
55 The records can be accessebtgt://www.federalreserve.gawwseventséform_transaction.htm

56 The audit is available &t.S. Government Accountability OfficEederal Reserve System: Opportunities Exist to
Strengthen Policies and Processes for Managing Emergency AssjStak0el 1-696, Juy 21, 2011 at
http://www.gao.goview.itemsd11696.pdf
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Policy Issues

Why Was the Fed L

emalklri sfe @asd Resort

Econodii stsnguish between 1iqui diatciinpgrabli aims famnads
Firms become 1nsolvent when theikrbhbeagsasate s&heiwor
assets have fallen in valueyx. beicquise@¢i of (¢ihee matea
mi s match bet wedn |l-benfgmna ane ethcdr i nldimas thiolritt i e s . In a
where such a mismatch exists, no matter how much
to a loss of bildquiodietygiimB] shbaknhdDbeshe firm is s
crisis, creditors are unable to distinguish bet w
to liquidity The classic ecixm mpddegdosdr @« Wwiitglud da wy
their deposits (liabilities) and banks cannot i
more cash and fewer | oansouwlodeclondopthek e lay purvieads i
the unintended consequence would be that 1 oans W
was created as a lender ofwhaant itesdepowitlorshiwid
funds, a bank wowrl dsaldtsdstlde stcoo upnlte dwgien limtniwvg e f o r

s heretr m | oans. Because the Fed controls the mone:
potentially provi dgo siethihcanntced liitguiadiitly.t yThios ¢ r ¢
finamrci@idsen that the Fed can only address 1iqui
address solvency problems or crises resulting fr
Onglternative to the Fed acting agpaailetnder umf il
coulhes was the approach followed in the ninetee
repeated panics 1 es ulEtveedn tiuhaeltlhya nc c e,wobuubtd osrfiibssehsd e
can lead to signiéfcoaomicoattavii grainsdensd eceahul snee s
economic contractions because financial firms ex
hoard liquidity.

Who ShblayYd Access

Lending to Nonbank F

Do nodbanml csi aall sfoi rfma c e
emergencyAbhuhbdoglt ba&nk

to the Lender of Las

inancial Fir ms

liquidity problems, and d
s accept deposiftas,e many ty

maturity mis mattecrhm baestswedtesm mlnddnAgs hislrmesgus t ypes of

financial firms are vu
agreements (reposo>twad
nonbaunkasrply and sudde
nonfinanci alomfed mbmsnk Tth
lending in a liquidity

Alt heombhbawh firms cou
mihgt decide to grant t

Ilnerable to liquidity cris
prommea ot atl npheordfng hdDot
Inil guichintt y aprt ebdl, e msa ufSdam gb an
mmanci al firms could also
crisis.

ld benefit Podbmcyemak&kessto
hem access only if there i

benefits could be beaawvwud ta ifiaifli mbmetwgldd o rvsed awa U

effects (e.g., countoerr
financi.Bhnkyspemvide ¢
sys,tefmor .e Naomplaenks do

pt ahmetp ydices xapl @ € uurwec )t ,h denosnt thaeg i o n
ritical functions through
not play a similar role 1in
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are 1 mport ansti npialratri cmapraknettss ,i nsuch as the repo ma
as critical

Before 2008, there was some debate about whet her
important enough that there wouldibe widkeswpseagd
there was some debate about whether a nonbank cr
of credit to consumers and businesses. Over time
absolute terms and 71 e leantciev es utgog obsabnaknste la ailrthbes 1250 0 8§ ¢
damaging to the availability of credit and the b
having a lender of last resort to provide 11iquid
sys, eanl t hp algtihrc atdheeo £ £ s ma yT hbies driafifseerse ntthe question
should be disparate trédamkentrecfivenkondandumdnhbha
di scount window, whereas any ginwnemonmmabaaokndetceo
and uncertain access to the Bhduilnd wmwommdbuaksabe e
allowed to be members ©éd ¢heuFfFedeacadts Rhkertvke sgs
If so, should they beons ubbyj et’chte tFoe dp?r udential supe
Not all wuses of Section 13(3) durintgetime crisis
l1iqui dhiotwe TAEF 1l oans had terms of three -to five Yy
term consumer and bus$themesdemanddfor( ABSinwheeaehimg
as increasing their liquidity). The AI G loan 1ini
Lane facilities set up for Bear Stearns and AIG
Americaiwereadaldl to help those fiFrmomnkwiAtlh moovubl ¢
requires that assistancopronheedpdrpoder ofecoptriovwn d
the financial system, and "not to aid a failing f

Lending itma mMtoinafl Fi r ms

Another issue is whetlkemsS®acttiooprdI¥(mdm cihadwdlid ¢ «
firlms .2008, theStedi3dBgs ¢ ot gmrawi shabdyef i mraencciital i r ms
although nonfinanciaHleifd ranemmenr ¢i @ ITihgpa pdored dit ® ts ke d
Frank Act limits actions under Section 13(3) to
does mot limit parfifncthentd®30e, femeangeatbtyfiomsas
nonfinanAldaighafimsancial firms mi® tteyaldoo nbbave |

For more information on critical functions, see Financial
Supervision and Regulation of Cederal RegiateeM5/nAprdl h1k201Riam a nci al Co
http://www.treasury.gowitiativesfsoc/rulemakingDocuments/
Authority%20to%20Require%20Supervision%20and%20Regulation%200f%20Certain%20Nonbank%20Financial%20
Companies.pdf

%Another question raised by the c¢crisis is whether foreign
emergency facilities. For each facility, foreign firms were not eligible to participate, but U.S. affiliates of foreign firms

or foreign affiliates of U.S. firms were, depending on the facility. Firms with foreign parent companies were large users

of some facilities. For example, 59% of credit extended under the CPFF went to U.S. subsidiaries of foreign firms.

SourceU.S. Government Accountabiliipffice, Federal Reserve System: Opportunities Exist to Strengthen Policies

and Processes for Managing Emergency Assista®8©-11-696, July 21, 20113t http://www.gao.goview.items/

d11696.pdf Figure 10

59 Firms enter a code of conduct agreement upon registering with the Fed as primary dealers, but the Fed does not
regulate them for safety and soundness in thethe capacity a
nature of itselationship with primary dealers is a counterparty relationship, not a regulatotyofee d er al Res er ve
Bank of New York Administration of Relationships with Primary Dealedanuary 2010, at
https://mww.newyorkfed.orgiarketspridealers_policies.html

60 The Fed bought some commercial paper issued by nonfinancial firms through the CPFF. Because commercial paper
has short maturities, this action can be characterized as proliiidity rather than longerm credit.
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generally face the maturity mismatch that makes
Liquidity problems at mnonfinancial firms may als
because they are less interconnected with the fi
functions 1in the financial Ssystem

The advantage -toefr np rcorveiddiitn gt ol onnogn f i nancial fir ms

physical cappetadingvent médatmt and equipment, whic
gross dome&@DPAd ipsraoddvuacntt a(ge is that 1t 1is more 11
positponkofig’l waimdetrkse Fed has no expertfise in ev
loan prAmmdshalrs . di sadvantage’sidetmhdé mpowtdd dothhita l t h a t
private capital. In a liquidity crisis, when the
constrained, the likelihpodsé¢ haf peidvidByadli eagdicog
contoatgedrymlwhiedhtwill outlast apdtiegqmtiidalt yf ccrr icsri
out

Lending to Government or Go¥ernment Chartere
Another category of firmwhehherCohngwaesnst s mitghimactke
assistance undenrtiSeicetsi oans slo3c(i3a)tsead lgwiatehr ntnheen tg o ve r |
agencies,sgounenpnmda&GlEeyprbsiedge banks created i
resolStoinMenmbers of Congress have also expressed

used to assist state or mawdmeidp Slecgavar B Bt)s f o
pur p,osaelst hough it has purchased age@aeynand GSE d
statute does mnot e xspudh iatnhiyghhatuwileccm wibtk aogh ¢ , althoug
statuverious requirements, such as that t he faci
providing liquidity to the financial system.

Lendinglfd Itse

During the crisis, ithe tFadsatctuiomsr aach dmman Seeffior
LLor $R¥t it created and contSrecltli orthe qqidi(r3d mdn 6 o
t hat assistance take tROOBogrmhef Fedl caratEBdr thxa
Paper Funding Facility (CPFF) to purchase commer
economically eqerwmal oentn fovapdhep botrirveverl n t his
Fed was able to pwerclhbhays enSdPdvinhmaetr aiigpa lo opnat r ol 1 ed an.
t hNSePVunds to finance the purchases. Some of the
not collateralized, however, so 1t was not econo

These
cannot
so tha

acseonworpolicy issues. First, should Sect
SPV¥aldloGso it creates sahnodS ¢odat ni torno 1137 39 e cbhoen dno d
t the Fetdercmm nl ipqrucivdiidtey sbhyo fftur chasing debt

From an economic perspectiveer mhebhypetrakit ngg mpuwatn ya
l oansendalgt asecurity doe®Onnptachaogbk gteupdsposte
firms increasingly rely popnaldbbwisgcuhetFed forpt
would make 1t a more Bfifeamlgl ¢ titied wreadllears 0o fs d awrti trie

61 Direct lending to the federal government is prohibited by Section 14 of the Federal Reserve Act.

62The Fed is allowed to purchase a narrow range of securities under Section 14 of the Federal Reserve Act. Few

secuities issued by private firms are permitted besides bank acceptances and bills of exchange, subject to limitations.

The Fed has purchased neither in modern times. For more 1in
Scope of Monetary PolicydAt i ons Aut horized under the Federal Reserve Act
19, 2004, Section 3.4.
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(dir eoat It hSrPoVusg hoGs 1 t)t ®oo pt o ot alrem slhiogtth“di t ppé ryges

]l probl e m.alTBBhoe uFseedd LLCs i1in the Maiden Lanes ¢ as
r ovi dtee rsmh olritq wiedniotvye Ut wto utbd e & absasl eatnTched rsbhoededt f i r n
rankmaAatt ainedabhti BPIslolo@sr,e alt weta pprroohgirbaimt sor
acility that 1s structured to remove assets fro
ompAlmymi ght be difficult to drpuwr alfdbsddght 1 ine
iquiditayndphepodypes of securities

— 0 T v

WhaArthe PotentEmbrgenty AdAf§sistance

tential costs inherent in Section 13(3) lendin
oader economiccoscmsnovpuegdhgebshetlThenefits of Sect
n dwihnigc,h e osuil gln tbhi e c dmersdti dirges or mai nWhi he financ
nding poses rfi stkhse tFoe dt hdei dt anxopta yaecrt,, it he econom
inancial c¢crisis to run its courase awewlrd faldsea ago
dget deficit and privately through higher unen

0

r

e

e

i

u

he rtihtehk xpafyelreimdipmg my defaul tbntsks The Feducan
ttach various conditifomwl tt,o iintcscl dedinndg nrge ¢ wi mii mg
ollateral in excess Ohfaitthcoutftohdatbentd )(isenj oap
tanding, and recourse 1if col hatsyp iadbaulgplr ynwes 1 nsu
|l waiymp daslel of these conditions to Section 13(3)
r
i
0
r
i
0
e

=t RS R D 0D O h— = oY

guably mnot inherently 7r1iskSeectlilchidhn powoagsamo Wwa
i skier than the discount windowosietlheewdladi nmmga i nl y
‘moamks may also be riskier because the Fed can
udential supervision, but, “swistthe nmtihcea lel xyc ei pntpioa nt :
inancial’l $ShEEIsyuor oalsaluditmg eado mpa hiaesk, the Fed
supervise nonbanklsn ftoirmessa foefs ycbrainsdidse, o utahen &Fsesdy
store financial stability also reduces default
In some cases., the Fed was able to protect t he t
collateral pledges. For example, the Fed require
form of an equity stake 1infhiéle’sl ebmpany T o prohen
taxpayers against losses could be more limited i
court fowb@& thatwasghanake %Hyawle,beexcaaculiséco-Bo d d
Frank Act prohibifaidsangstfamemse nt tvthi whk¢ d comualrd os
need B®qtuake stake to adequately protect taxpay:«

One broader ecofomiliddB9ntaemndHddvgdish Financial Serv
CommiGHaier man Jeibs Hehnasta el rangks exacer®Bating mora
Mo r al htahzea rcdo nicse pt t hat firms will take greater
out comes. In this case, mor al babear dooecuedibatta
sheretrm lending 1if they anticipateSemeeasgte Fed
that Section 13(3) should be repealed or curbed
that apsphwtatctihng odpwnt mbhat ffoeecdiemsutreaagde offi rteo wvghfee:

63 For more information, seERS Legal Sidebar WSLG1300,0 ur t F i n dGut TRmsGCorstituBzan lllegal
Exaction but Awards No Damagésy M. Maureen Murphy and David H. Carperten longer distributable).

64 Chairman Jeb Hensarling, comment letter to the Federal Reserve, docket nuidFér;, Banuary 13, 2014.
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the fi®Umnld¢keéel ending to banks, the Fed cannot mi

super,viho wervweerp,t in the cases noted above.

Moral heszand can .bdhoatvaircd.,a tmadglaghibdharatw d

nonbank finbhaect

were able tOSeegshiowmayldd 8bd hmstedi de t hemventh

though 1ibebhadun
a

reduce moral hazard problems but cannot eli

klefsrmbotno |l iquidiuyl enamnatglkeaenyg nt

liqu

cedefbefdohat2 P& poFeus, greater ma

minat

How Much Discretion Should the Fed Be

Limiting discret:i
to alter Thetfoat
t e

is
hd).the Fed has broad di
Fed, for or bet or

= o= O
o B

t h e ocfo ntmhoen dgiovaelr sreu npnoilnige yt

scret

wfourss,de ,c rteoa taec ta sdwivfetrlsye, spelte

a di veresnedesrest, oafnd tackle multiple, disparate pr

why the Fed was able to provide assistance

in fo

were not always consistent withetMaei dpnridanef a

LLC% .

One potential drawback
Act did not intend, suc

t
h as to preFeankaAdt
modified Section 13d»(2n tam
|
1
a

sodlvendsutt ilkenpdibmg
the -Poddk Act successfu y ruled out the us
Fed final rule further m

1
i
facuhi eigss oipten to at 1 eas

o discretion -Fsanhkat as s

rm fr
S ome
e of

iptrsohiitbgg & hiehicygatt o oms ©
t five eligible borrowe
current onpadebt) 0o wleaaryst,hd ending to a healthy

fir

third party from f aiMoirngg n( aCsh awaes atnhde Bceaasre Swietalr nlJ

rguably, another drawback to discret
onbank financial firms are numerous
nvol veffsramddtjsudhat are not complet

firm so that it can avoidsbhahgupscymergenrsypla
ipdlsicymakers mayt debaiclmpd wtdo & ao¥ aisde nal g ¢ thie g ims
ocoadaeut hdhhrei t y, the m¥re feasible it becomes.

Fed set a high minimum 1loan that ef
market interest rates to large 1invest The de
facilitpestyovehdods also cre¥tes the tential
Ben BernwenKett &Waand the Lender of Last Resort,” Brooking:

http://www.brookings.edilogsbenbernankgiosts201505/15-warrenvitter-proposal

According to the legal counsel of the NY Fed, “The
Federal Reserve lending to companies, but it surely did not envision the Fed lending to an LLC, becaudedhat lega
of organization would not be invented for another 40

Congr e

years

The Case of the Federal Res er vReguktony Resporise tNthesrindhoial Rrisi¥ s peec h

conference, Janaa 19, 2009.

67 This report takes no position on whether the Fed should bail out failing firms. Bailing out firms poses tradeoffs
between potential benefits to financial stability in the short run and potential costs, including moral hazard and risks to
taxpayers.

68 For details on thirgbarty vendors, see Federal Rese@ffice of the Inspector Generdlhe Federal Reserdes

Section 13(3) Lending Facilities to Support Overall Market Liqujdityvember 2010p. 25
http://oig.federalreserve.gaeportsFRS_Lending_Facilities_Report_firal-23-10 web.pdf The New Yor k
contracts with thirgparty vendors arposted ahttp://www.newyorkfed.orgboutthefed/endor_information.html
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other consideration for thé& deamglreepe nafe ndies of rr eotmi
ngress and the Administration. ThiemFedt amtgues
r the credibility and effectiveness of 1ts mon
dependence complicates accounbabwhhtt degoe€ongr
midtiisncgr et i on on Section 13¥( I)lafcfye abtest apuesnea e m tc ie
(3) 1is used -BroamlarAhActyuni ThkenebPoddhat assistance

pp ved by the Tr e dss uirnyd eSpeecnrdeetnacrey frreodmu ctehse tAk
u t h

ro
gh e T rpeoarstuerdy aSlelc aoeft ntohyes sFuepdk e n under Sec
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a
h o
8 .
h alJierr o me aPgweldl when he twhat aCbrgdr &Goveshounl d m:
current discretion under Section 13(3) becau
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One of the lessons of the crisis is that financial system evolves so quickly that it is
difficult to predict where threats will emerge and what actions may be needed in the future
to respond. Because we cannot anticipate what may be needed in the future, the Congress
should preserve the abilibf the Fed to respond flexibly and nimbly to future emergencies.
Further restricting or eliminating the Pee&mergency lending authority will not prevent

future crises, but it will hinder the Fedability to limit the harm from those crises for
familiesand businessés.

Alternatively, some argue that d
risk. For example, some argue th
instability because matkwoupdrt
Bear Stearns and panicked when

The Haddk Act rsddcsdreheobhednder Section 13(3),
implementing those ¢Wovgemnoise PoweddFirea nkad d her .

refodstmsuck a readamath ] woewblad amn s ¢ a k e ntpoosgeo further
additiona’lonr eSsetcrtiiBgtnirobnls ® ¥'sn gd itshcer eFteido n , Chair Jan
statedd Rt. hw3dlu8le9%d s ent i ally r e pésalr etnhaei nFiendge raabli 1Rietsye r
cri”@B;s.coﬂ?haals‘man Hens atDoidkdg am&kl tevesd bhat failed
the’sFednergency 1" nding authority.

Congress could curb discretion by adding more re
Congressiofh@mbcapprcevaoah t akeThh eu nldactrt,eSra eppricompdoishal( 3 )
on t hec dupltodt iclnatfifaeltliyme he ne b s loafh gt hcardceBddid r i ng a
criBxamples of addiomigom®asadsdtdoe sbtlerdit ¢ tomd mlsBeo 3 )
restrictionel pgibwhe for assistanaccaerpd atbHe t er ms
collatbdealtaodoe cthhhatgeshfadbhh&€dbngseds coul dt lad so add
amount aocsfs itsoaasamnlci et tomrmme ‘bCorrarnotwienrg t he Fed discret
issues 1s 1in part a judgment by Congresgs about W
®Governor Jerome H. Powell, ““Audit the Fe dFAmaritad Ot her Pr o

Columbus School of Law, Washington, DC, February 9, 201&t@i/www.federalreserve.gawwseventspeech/
powell20150209a.htm

70 Chair Janet Yelleri,ette to Honorable Paul Ryan and Honorable Nancy Pelbisivember 16, 2015, at
http://www.federalreserve.gdalaffiles/ryanpelosiletter20151116.pdf

“ChairmanJelle nsarling, “Reining i dNahStreeplousnaiNovemiper 1B,2@15, atal Reser ve,
http://www.wsj.coméarticlesfeining-in-a-sprawlingfederd-reservel447978230&1g=y.

721n an earlier provision of the Doeerank Act that was not enacted, total assistance under Section 13(3) would have
been limited to $4 trillion.
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Rate Should the Fed Charge?

determining what rate theoniesntdse ra nodf cleansttr arle sbo

universally pointl de¢mwmd tthree amlagiang @oifn Wal geod

a PCamsidamysus bheoakpedapwamalst g hehould be. A pe
e (1.e., a hetmathket rt1Tath)ghthmehiemi 2zevo tghals

central bank(Zignditskbhwaurtalgpge st d emayarns) famwmdn
bank instead of the private marfket when

dle arsdosfo rtthye r e bnyo rraeld uhcaiznagr d tpvwobh l e me al Thdoe mak
rate as high as possible. Alternatively, fin

o marke rates emt ipaolslsyi bunmnd e rHmignhee rf irmat necsi

t
courhmege ngf Fed Mmawyntretass, t whishigma associat
m the Fed (1
taken as a sign of desperation). Further, hig
rebmimndeg the goal of restoring stability. T h
case of

e . , if lending is made unattract

assistance to AIpQ edyudriidnhge ttheer nesr iosfi st
Fed loan were more favorable to the taxp
epeatedloyv errelnye ghoatarisdhtd etde afimgsr ofmé a©® ¢t hat
i

ty.

Therkbsosaaquestion of hcoaw ead | naatirrkientg raa tcer isshiosu.l dGeb
features otfhat cmarsket sarbee come tirlalnisqaucitdi 9g(nsso ttoh eorbes |
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rateseldcsemd whitdtlhd ear gue -cfroirs iwss immag ka tprreat e a
eCriinttei. cs incorrectly acmaslkadt tthaet Fe’ddwrfi cdatrlg
seeming contradiction between the |low rates
that these epamaskwe¢reatemarkupxpbavned by

t
referenced by the Fed weAne tdhier ¢ catmle ¥ cidmfel u e
king these loans, it was 1in the process of

s yai O filmi t erde cgirpoiuepn boefl-mavec k ¢ v i b @ rwaoswi ng 71 ates

1

y greatiem t wthhne ltdhier etcwo rceacsiepsi ent s of the I

ents of ThkMLmMhamedes s oahantthee bppumrkesh at soe fo fn a n
cial paper to 1 eplaipeevre TidntiAkkeFfts. ma de t hean ® mme r
ment funds to puerscehcausrei tA BzSB otroo arweavaisvkew otuhled p

t

opartocipate in thedsecpsogrndbhy eekpetheythau,

he profits they would earn from the purch

st TBon ehetd cleoabmsn.ks and investors, TrTespecti:
d emamdse otfh et hte pr ogr ams er.eglhagt il wealnys awtetrrea cntoin
se), potentially reducing theWprghfeds and

t

,t htehsies caorsrtasnhgacdmebnetn enfaiyt shiaovie ke aFeod ding t
womneéewvel op t he afcicnuarnactieally epxrpiecret icsoemptloe x s

73 Walter Bagehot,.ombard Street: A Description of the Money Marftié¢w YorkChar 1l es Scribner’s Sons,

74 The reliability of market benchmarks is another issue. In some cases, the rate charged by the Fed was tied to LIBOR,
and several banks have settled legal cases related to the manipulation of LIBOR during the finasicial cris
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Section 13(3) does not address whether a penalty
impl ement i-higanlk e AnDt@idofnisc arte qui res the Fed to char
defined as a premium to the market rate prevail:i

Should Bdkdemtkeir K pBo nBfei dent i al

Many Member sc onftteimadh gt asxpayers have Faed iigsht t o kn
lending and on what terms because tdkpalbeds are
has argued that allowing the public to know whic
under mine investor confidddmrocea uisre tohe ai msetrictewpttii con
recipients are weak or unsound. A loss of invest
destabilizing frsundse poons itthse, idnesbtti,t uotri oenqui t y . I f i
would occur, theutFednarwoabd bhewanygtof particip
progr ams A delayed release of information mitig
S ome critlcs would view less Fed lendidg as a po
l endesrt orfesloart role helps prevent financial c¢ris
syesmt is acceptegneshebyannsanwibdbdians to access F,
lessOsafetudy ar sudsctilza to et hbeaa nlkasd ¢ ouma g t he di s
window f-1t8tHhl 1029 a time when identities were kep
panic in the "Great Depression.

Whether investors are less willing to borrow as
appant untcirli stiAlséhimetxtri cal exasmptgumappowouhdg bahbe
experience with the Reconstruction Finance Corpo
the RFC publicized to which balnykse xipte rhiaedn cgeidve n |1
deposi fPfArmomueasr e cednits cedl oasmprlee of FARPviwWrd md xiepli e
evidence. At first, TARP funds were widely disbu
banks. At that point, t h epraer twacsi pnaot ipoenr.c eSiuvbesde qsutei
banks repaid TARP shares at the first opportunit
expressed concern that 1f they did not repay soo
The granularity ofosadorsmasdipal toybesdue. Aggreg
programs and activities that does mnot require th
useful for broad policy purposes, while current
prografisinserest to investors. The Fed voluntari
released the latter when compelled to by legisla
former would suffice for ans weproisnugr emo setx pgeucetsetdi opn
or |l osses, potential subsidies, economic effects
The latter would be necessary for transparency a
receiving pref er entmialAdttrheoautgmhe) nptr eovveent i ng favori
policy goal, releasin“gatnke an’dchsetmin tmese smoorfe bqourersotwie
especoakl pathfagveshese programs were helpful for
maintgifiinanci al stability. Naming and shaming i
programs i nontek ¢ et€huattu rteh.e slef 1 endi n gr eppreoaglrianmg ar e
“Gary Gorton and Andrew Metrick, “Joulnal offEeodomic RerspeRtivese r ve a nd
vol. 27, no. 4, Fall 2013, p. 53.

%] ames Butkiewicz, “The Reconstruction Financ®3 X0t poration.

Southern Economic Journalol. 66, no. 2, October 1999, p. 271.

“"Another option for addressing these types of questions wo:
other outside group to investigate confidential material withoaasihg it to the public.
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Sectiowmould3ed 3mor e tchfafne wtnidvea mi ni n gy tshteiigrmaetfifzeicntgi v e
recipients.

As di s cushee dDlardadnvke ,Actt compr omi sed bet ween stabil
by requiriinge btoirtrioewe rtso be publicly released wit
have expressed atmhisntieseswsde. in revisiting

Seledttetgdsl ation

11'4«Congress

One bill to aiienRd BaldVieadn t h2( Hoasmgr é¢mnst hOt hdd bi
t o amend Se cdtiidosme elt3l(e3g)i stlhaadlti R.e ,S5.2 §]3302d0 Rv.e
2625

H. R. 3189

ThEed Oversight Refor@. n ¢ 3 M&&ermendi ztaot iboen rAecptor t e «
House Financial Ser vicdsmnm @Oommimbteeare 1dPn RWOILyY ,29,t 2

t he HSoeucstei.on lalp wesfd mehned sbiSeltoi bnmisBl¢ 8kec eFeadn to
ma ke e mer gewnocuyl dllodafndthj.t elotual and exigent circumst :
threat to the financiatwosuttkadhu‘ihe yadDffi thhet Une tedt
not less than mnine pr s ndaea dtdoshteo HenuFrerdeemrta It er gwsierrevme
tdhh affirmative vot ewooufl df ifler bFiedd fLoomraocsptilng a
equity securitieswoiuslsdu erde gbuf ¢a¢ Ut oor risweure. al tr ul e e ¢
woudeadt ermine sufficiencysobfcebldtaereah)] ;aaagptdalb
woullad applied to deter mine t hwo wdullftfaiicni einncdye poefn dceor
appraisals forweval di atth anodhhmartentall. adguage per mi-t
establish thersovernkbys odc @amt it hieweuwlrd oswearcdi f y
before a borrower may besBedrndgidbdd adamy atshdmrs tfaamde
regulator with jurisdiction over thweeittor rlotwer mu
woul dad s mstiammad ptuccidoms nantly engagendd ipmr ddahwdec i :
assistfaeamdeea atl g state, and local-cgaveohimedt oagenc:
sponsor e dwoeunltd ttrikegsulk elét t ©¢ s sablashiung a mini mum
emergency loans based on the sum of the average
Reserve banks ovday ther modtameédctelme HWerage of th
distressed icnodrepxo r(aatse dbeofnidned by a rule i1issued by
over the mbasypx percieamd. 90

H. R. 5983

The sameamendinafgredldR3 WBakh®ncluded in the Financi
Act ofH.2R0 1)6 9(&B avn glieng financial regubaytdep relie
Hensarling, Chairman of fHeRFiwad®deakbdSeopvbees C
repoarst cadmbudetlde House Committee on RiOnatmd i al Ser
waseported on December 20, 2016.

"8 For more information, seERS Report R4463The Financial CHOICE Act in the 114th Congress: Policy Issues
coordinated by Sean M. Hoskins
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11'3Congress

One Dbill to aitke.nRd)p
amend Sectiwenel3e)D
43 GhHd. R. . 6741

Slads teidon he3 HEpegréemnst hOt Hhds bil
prtbedt by the HouwedH&@ Rnancial S

H. R. 10

The s ameamengdiinfgredlmMdR .3 )i3nl &h'@ongress watsheincluded
Financialo fChXHi.IcRe) (AlcAtr avn glieng financial regulatory
by Jeb Hensarling, ChairmanW.fR.whlsO Passedi by S ae

House on June 8, 201 7.

7 For more information, seERS Report R4483Jhe Financial CHOICE Act in the 115th Congress: Selected Policy
Issuesby Marc Labonte et al.
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Appendix.Det ails on the Actions T
Section 13(3) in 2008

Term Securities Lending Facility

Shortl Bebef Stuefafrersed i1it,s hti addctygatctesssihe Ter m
Lending Faon |Malrj@H 0ESL I x peaxni dsstaidmsgr i it i g spidegrdam f or
pri mar y®Pdreiamaerrys .deal er s arteh efsiFnecadncni tAfdoorpfa mtmise st h a t
mar ket qgpdmailiuwmlasntgme nt b aingkisb Iteh att o e crleeee msichni ertlgh ¢ F e
facilitiest ftohre beanmndk soof 200 7, thenel wdir 8 2Bepri thne

The proximate caussicf wBesarn tS$t dardesrimi de bt 9 maoldl
the Fed created the TSLF and the Primary Dealer
alternativet somrlcieqwifdisthwyrffor primary dealers
Primary dealers were already allowed to borrow s
before the crisis. The TSLF extended the length
signaled that the Fed walkn dwhiel 18iSnlgF taot lietnsd poena ka, |1
primary deal apstoo$RO&d@O0Obbditdwon of,aBr ecoapspwrsye ds et oour
over Pt gmar yndecdcleasrss t o Treasury securities becau.
agreemen,t swhiiraehp dsmp or t a n tt esrom rfcifn agnfiediedhgdws t he
decline in primary dealer repeasnouescutladdbng i1in 2
collatersadme hodf Vioph owatmpl t bagked {MBSwiithies

an AAA/ Aaa 1 atingMBSa gaegnecnyc yc ocnonlelractiearla,] izmed mort g
all 1ingeatdmedeb®n slewluy i 3 d,e s2e0d0 8t,h et hTeS [FFe dO pctrieoant s
Program within the TSLF t-hagotildoeowedppromartodba
securmMiot isescs.urities were borrowed through the TSLI
expired FeblThhuea rTKkIpFE r 2 0 h e ch nndo elaasnseed i ncome of §°
over the life of the program.

80 For more information, see New York Fed documents collection on the TSLF pobtga/Atww.newyorkfed.org/
marketstslf.html.

81 The official list of current primary dealers is postedtsp://www.newyorkfe.orgimarketspridealers_current.htmi
Lists of past primary dealers are availablatit://www.newyorkfed.orgharketsDealer_Lists_1960_to_2014.xls
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Figure A -1. Primary Dealer Repos Outstanding

(20022012, weekly)
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Source: New York Fed, Primary Dealer Statistics
Note: Includes overnight, continuing, atetm agreement repos.

Primary Dealer Credit Facility

Shortly aftbrqBedrt ptenranss, the Fed created the
(PDGWK) March 16, a0 8be Tthraw®DHEtHoanfs daiss count windo
pr i ndaerayPPEoans wer e rsaddei sacto utnhte rFaetde, which was se
the federal funds rate during t he wirtihs irse.c oluorasnes,
antdhey fwddgog collateralized, el icnoiltditantge intmaleleu dre dr 1 s k i
Treasgiaversnment  ;iangveersctynednetb tg r a d eb accokrepdd, n maksesde,tmor t g
anmunicipalandeautmniitni e¢d as sPeDCdxfpiagui toine sF.ebFhiary |

Borrowing fr onpotrhaed ifca,c iwtiitthy awaesr asge daily borrow
bililmotmhe firasmnfdatlhlrieneg ntoon tzhesr o i n August 2008. M
was done bnys ,Bebaerf oSrtee aiMosr gnaenr vwg@elira svpilBohr ¢JoPwi n g

pichtpdagain in September 2008 and NMoe alkocadn sa tweSrled 8
out st afntdirn gMaay 2 0d¥Hpe Tihen D Fn oi nltoesrseesst Hinndc oemaer n e ¢

billion over the life of the program.

Commercial Paper FdunAdsiBraegtkkac iCloimme ran a.

Paper Money Market Mutual Fund Liquidi
To meet liquidity d
debt purchased dir 1
of 30 days. The th

s, many large ftHemm routin
y by investarasget hmatt umai tt uyr e
b

nee
ect
ree r oad acfeitneagnocriiaels foifr neso,mme r

82 For more information, see New York Fed documents collection on the PDCF pastigd/atww.newyorkfed.org/
marketspdcf.htmt Tobias AdrianetalThe Feder al Re s er v eRaglityPCurremdissugsinDe al er Cr edi
Economics and Finance, vol. 15, no. 4, August 2008ttat//www.newyorkfed.orgésearctdurrent_issuesil5-4.pdf
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nonfinancialt hfriocoungh eamtdiotpiaeesp et phaatt biascskueed by asset
commercial paper 1issuedbdickedt Ibwyb degoat thseas ms atl e nd s
firms are viewed as large and creditworthy, and
Individual investohsghkrygyommgodi phrphpsershodugh
mar ket mu(tMMMFasfi)dn édh® ney ma rnk eSte pat cecnrobuenMMME ,O 2 0 0 8 ,
called the“DRoskeer WdneRwbmdt &, t hat the value of 1its s
par valwue of $1. This occurrtdrmedebseciofutdsbeygs
Brother s, which filed for beykmapkey omvBepobDe mbab
perceived breaking the buck to kenkirghhyewnl i kel
MMMF,s as investors simultaneously at ttehnepitred t o Ww
investaean sfrom fusdsewt v®hToheeh meexcploi ne in commer ci
outstanding after SepigmBerA2008 is illustrated
Figure A -2. Commercial Paper Outstanding
(2000:Q12015:Q1 ,quarterly)
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2
@ $2,000 /A\'\
»1,300 '/\W
$1,000 e~~~
$500
S0
N A A A Y Y A A YA S A A Ay
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Source: Federal Reserve, Z.1 release.
Fearing that disruption in the commercial paper
mar kets moreasavanegdt ha OReBdghtact mbietr wlo,l-d2 create |
Backed Commercial Paper Money Market Mutual Fund
made mnonrecourse | oanbsacke d acnokmmAtsroc tipaelr ogphearpsmeer r.ac si sa el
paper matured, tBleeec alusaens hwerleoamespaied.e nonrecour s
further liability to repay any losses on the c¢on
in early @dteo WMdldo2an0s8 ,of $ 152 Wdwdvhem, AMLFst andi n,
would saperbeded in importance by the creation o
Faci(lCiPtFFand lending fel  ThtoAdMbfForiandOecd oberl @D

83Figure cited in Fed Chairm@e n Ber nanke, “Financial Reform to Address Sy
Foreign Relations, March 10, 20G8 http://www.federalreserve.gavwseventspeeb/bernanke20090310a.htm
Congressional Research Service 34



Federal Reserve: Emergency Lending

ed income of $0.5 Dbillion over wheylife of t

o e
—_

tober 7, 2008, the CERIktFpaunrncohuanscee da [tlh et ycpreesa toi:

highly rated U.S. comme r ¢ i%Tlh ep aCpPeFrF, secur
a ne giunatlh eteadhr e le t @ v ei rnndiagehg ewsa p 1 percent age
r secured corporate debt, 2 percentage p
gxes poatc ked peaper .bulthea sCPiuFc lc owmdmdmer ci al p
i dseoeutstandithgti postietndgmds bordete
t d ultimately be bormne by the Fed
1 commercial paper, and holdings f
muy 1, 2010. It earned income amfd $@.ff etrieldl nwn
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f the AMLF, t he b anbkust wrearteh enro tweirnet e
t hr ough whi cchi aals spiaspAeara oneadrifkhegtwe d t o
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and aPEbhan@GPRBloveidce¢ hef ool MMMEFs b ar
nd provicdadneF « diasdss%pearpsteea nce directl

October 2008,

1, t creat
cility (MMIFF) and pla
a

ed announced th

dgd@tet MMI FRdwas ppanoecls5
i satcstpercial purSpPoVsh ehnoketst Gn commercial pap
ted financial institutions. Each SPV would hav
uld only pulrchaper ciosnnmmead ilmy that group. The i
rchase commercial paper from money market mutu
demption reque,stishtasheéehp avai dnr thwa sReser ve F

vaecrc e,snsde dt he f a c iOlcittoyp eearx PBi0r,e 2 0D
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Ter m ABsasceed Securities Loan Facility

OnNo v e mb52,0 0 8 , the Fed cBaazked Ske uTarntrmeAs sLeotan Fa
in response to probbemkeidnsebh@&@AmorBsngABS) ahsefFe
“new issuance of ABS declined precipitously in S
same time, 1nter ersatt erda tter asnpcrheeasd so fo nABASAA oared to

84 For more information, see New York Fed documents collection on the CPFF pdstigd/miww.newyorkfed.org/

marketsepff.htm, Tobi as AlTherFederaR eeste ravle.’,s “Co mme r ¢ i a,1” PFaepdeerr aFlu nRdei snegr vFea
Bank of New York Economic Policy Revieway 2011, p. 25, dtttp://www.newyorkfed.orgésearctépriilvl7nl/

1105alri.pdf.

85U.S. Government Accountability Offig&AQ), Federal Reserve System: Opportunities Exist to Strengthen Policies
and Processes for Managing Emergency AssistaB&®-11-696, Juy 21, 2011 Table 12, ahttp://www.gao.gov/
new.itemsd11696.pdf

86 To comply with statute, the CPFF was set up apecial purpose vehicle (SP\Ontrolled by the Fed th&orroned
from the Fed tdinanceits commercial paper purchases.

87 For more information, sedew York Fed documents collection on TALF postedtgt://www.newyorkfed.org/

marketstalf.html andhttp://www.newyorlted.orgfesearctepr/12v18n31210ashc.pdfSumit Agarwal, Jacqueline

Barrett, Crystal Cun, a n db aMakreida csreicsutriintai eDse mNaarrkdeit,s ,“ Tthhee acsrsi
Reserve Bank of Chicagiconomic Perspective4dQ/2010,p. 101at https://www.chicagofed.org/media/
publicationséconomieperspective@0104qtr2010partl-agarwalbarrettcun-denardipdf.pdf
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range of historic auls ueaxlpleyr iheingch& Trhiesekfl éperteimiaugnisn.n AB S
issuance iki guB&kArE¢eddfeared that 1if lenders co
types of loans, less credit would be extended to

Figure A -3.Asset-Backed Securities Issuance
(20002015,annualy)
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Source: Securities Industry and Financial Markets Associatiata accessed http://www.sifma.org/
uploadedFileRlesearctBtatisticsbtatisticsFileSFUSABSSIFMA xIs®=55152

Note : Does not include mortgagbacked securities.

Rather than purchase ABSundsaelcddnys thepfFiedamadien
to purchase 7reddthtel hiighsewaded chARSit rating, wusing
minimum loan siEki gabl §10omewi e pabrincekudddcked
l oans, student l oans, s maéd | PAREFnwas lowtas,campan
inclluedggacooynme MB 8Tahle 1 oantsethmdof up to three years
assets (and up to fiveg bPuvarweferrepmedt when ObDhea
matured or Il waererod dsreatt east wa mar kup over differen
Int e r OfafneRae¢e & (LI BOR) or the federal funds rate, d
underlying collateral

I £f t hhea dABISolduteccause the loambe weoshambeabowchdr s e,
by the Fed and the Treasury (+dmowmghs TARPfeanste
madle;ALF riskier for taxpayers than typical Fed 1
mar katue of the collath @ v enldbosssoe st heann Etdhde W aowlnd s n
excedlde val“ha i d(fduitfhfiesr ent ABS retaiwndddifbdarent
Treasury initially set asiacdbo$®26sbillion of TARP

Peaking atTAL&8 t tr Inlecadoboeu a r el at i vewiyt Bana3 20 pr ogr
billion program envisioned by the Fed or the $1

88 Federal ReservéFederal ReservAannounces th€reation of the Term Asséacked Securities Loan Facility
(TALF), press release, November 25, 2008.

890n July 20, 2010, Treasury reduced its loss exposure to $4.3 hiti@ntaining the 10% maximum loss exposure in
light of the actual loans outstanding when the program ended.
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, this was because t

ssed state of securi

stor avWhslMmonbatsopaBdbegonmManrg hi 2009, a sizab]
e of wABUSs cid sausedc ol l atEThuwud, fossuddAbhdel begh. ¢ ve
r without t)he presence of TALF.

e 1ssuancel odtad sttheas el
i

h
tizawasomnmbil ket ® Ddvermaoy
E

Unlike most other Fed lending facilities, t he an
throughhe OODdcopped makangthewehdaaf ulsumeg 2010 fo
newly ciosnsnueeMB saasl cohhdt enaMar c hus2ionigh e f dhehb o &8s
last TALF 1oan was rAlplaiTdALoFn 1Qocatnosb,eww 12¢9h,r e2plalidd. 1
int @0eset the life of the program, TBAaIdF $Madle pr of
billion for the Treasury.

Bear Stearns

Unable to 1 elelr mo vdeerb ti tass sah orets ul t o f -rienlvaetsetdor ¢ o
l osses, the i1investment biamk2 BE&&ar iStgatrhat fRead D
“t oo Ba'ghdoposed ¥tylsea efind & srtiestkpe d Oinn Maor, cbhr olkde r a
200te Fed pSrlo2v.iddkbdiildlgiecon oan on a mnonrecoourse bas

provide Bear Stwhaimemhs wietph i ldiOgvu ividhir tilypt e d PMor gan
Chase agreed to acquire Bear Sgeecd$28A82pdrt of
billion to Maiden Lane 1, a Delaware limited 11 a
purchase f i naatn cmaarlkfeste mvuaBleStteieeasr ns . These securit i
mortgegated assets that were too illiquid for JF
Maiden, Lnat IP Moa gtaayt €ch ankteedr ¢ s p r aumsciinpga 1t he funds
fraeame s aletsof JtPh eMoarsgsaen Chase took a first 1oss
of $1. IrSe badaadiimmt,erest rate of 4.5% above the di
compared with an interest rate’solfo22addiAtarpoonvacl t he
l osse would be bormne by the Fed, and any profit
Profits or losses for the Fed and JP Morgan Chas
those assets rose or cdandlIriende d haefmt. er Mai den Lane
By November 2012, proceeds from the sale or matau
to fully repay principal and accrued interest to
of December 30, 2014, hteHed vwayl uMa i cdfe nr eLmiznien iln gvaass s
Once those remaining assets are sold or have mat
that would be greater or less than $1.7 Dbillion
those assets subsequently rises or falls.

9% Federal Reservé&inal Report Pursuant to Section 129(bjovember 21, 2014, attp://www.federalreserve.gov/
monetarypolicyfiles/129periodicupdate20141121.pdf

91 For more information, seERS Report R42156y st emi cal | y | mp o r fFinandal IrstitutionsT oo Bi g t o
by Marc Labonte

92 Federal ReservBank of New YorkMaiden Lane Transactionsthttp://www.newyorkfed.orgharkets/
maidenlane.html
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Americamainésal Group

In Sept e mbceirn g2 01008,s efs on various operations, AIG
its stock price and downgr ad®Tsh efsreo ml ot vhneg rnmadj eosr lcer
immediate demands f oratseirganli f(iacpapnrto xai mmoaut netl sy o$fl 4c obl:
in collateral payments, ac®Asdinganoi csbndempodasr
company mounted, bankruptcy appeared a possibild:i
Septembe rMalndy, f2e0a0r8¢e.d t hat AI G was too big to fai
di sruption to finmancial markets resulting from s
On September 16, 2008 (prior to the existence of
action tonsupmportor Al @feiaar sleicnwer eod tcwoe dit with a
billionntaenrde fat 8r &t percent t hemwopma ihn tLsl BDRadad i t h ® n,
the government received warrants to lparch,ase up
2008, the Fed announced that it would lend AI G u
securities held by® its insurance subsidiaries.
In early November 2008 (following the creation o
restructuatrtewdct Thedrfinancial support consisted o
to up to $60 billion, wit hhet hien tteerrens tl ernagtteh erneeddu ct
percentagé2popuntehasing $40 bill;i omndn( dyerfepl ad
the $37.8 Dbillion loan wintdhdhaypeds obyy 52hS bdd I[tilomo
LLL known as Maiden Lane II and Maiden Lane T1TI1TI.
government in AI G remainedresstenttatl gguonfthathged
In March 2009, the assistance was restructured f
loan through a swap of debt for equity 1in two Al
reducing the bmaxXiimmmatnad §3R5H commitments for add:
of up to $29.8 Dbill isondiisnc rperteifoenr,r eadn ds htahree sc oantv eArl
shares into shares wi%Theo pMaiiodieanl Idainvei dleIn@s pcaoynntein
oper antdienrg tuhe previous ter ms, with the actual l o
billion at their peak.

In September 2010, AI G and the government announ
goversmassistance. This 1 es tlrluc tTuhrei negk pcrleossseedd ogno
to simplify’'sthiemtgowvsttnmantAl G gaonvde rpnrdoevriedsst oa pat h
stake 1in AIG. The essence of fthwophvVemeaoal Wwedht At
through loan repae mhsende qaind ytiatsefires toef ttoh Tr easur
the govser$ndmPe.nlt billion in existing pcrocuflkde m e d s ha
be sold to the public over ti me. The specific st

BFor det ail ssistance, sed New Forkd-édistions Related to AlGathttp://www.newyorkfed.org/
aboutthefediigindex.html For more information on tHederal assistance to AlG, SERS Report R42953,
Government Assistance for AIG: Summary and @gsBaird Webel

“See, for example, “U.S. to Take Over AIG in $85 Billion B:
Wall Sreet Journa) September 17, 2008, pp. Ab6.

%I'n October 2008, AIG al s o an broadyavadlabl€ontmaercial Raper Bundihg a ppl i ed t
Facility(CPFF)land was approved to borrow up toAtf2p6ak@seibi 1 1ion at t h
January 2009, AIG had commercial paper worth $16.1 billion outstanding from the CPFF. AIG continued to access the

facility until it expired in February 2010. Over the life of the facility, AIG paid $0.4 billion in interest to the CPFF.

Al G°s wuse of the CPFF is included in the CPFF totals, not

9 AIG issued$1.6 billion of additional preferred shares to the government in recognition of accrued, unpaid dividends
on the intial $40 billion in assistance.
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incdgdtihe initial public offering of a large AI G
subsidiaries, and the use of up to approximately
interests from the Fed to the Treasury.

Al'l of the Fe ¢ aliachadn st hhea vaes sbeetesn hreel d i n t he Maide

sold. Maiden Lanes II and III were feoammddy tern
int er$& b2i 1dfi on on the loan to Al Glandd#$9t5obilkbi d
imamme received by the Fed, Treasury received an a
that the Fed originally received (and subsequent
t

he’sFddban to AI G.

Citigroup

On November, 2815 y,2 00F&dd, etrdaeld TDreepaoss i t FDHELr ance Cot
announced a joint inter ventreoameSli2we dbiitlil gromu p,n WhIil
Capital PurchafThPsogxampfiuatidthgpattel vRinttdmwai 4lo
stabBbecodbmnsysted of an additional $20 billion purch
Targeted Investment Program and a government gua
assets (reduced to $301 billionlo6ovhenh0th) tghhraacwgmh
the TARP Asset G hFeDla(h,t hEengaP.rogram,

In December 2009, Citigroup and Treasury reached
While the asset guarantee was 1n plaeepand 1o0osse
ouThe ’sFesdhartee ronfi ntahtei on fee for the® asset guarant

Bank of America

On January 16, 2009, the Treasury, Fed, and FDI C
America, whicthe hafidvsp dbeiviAR®iPuostlaypn t 81 Purchase Prog
Bank of’slAmmesécawere | argesitwaast iMe rtrhiel Ip rloynecshs, owh
over . The Fed and Treasury may have been most <co
of fered special woundids fadde ,t hrlopar glhe mgelr Merr il 1 Ly
disorder“lA}p fHairlturnd. its commmamket "Fhaissuppoyt i
exceptional assistance included the purchase of
prefchrareed st hrough the TARP Targeted Investment F
of wup to Sclelr8t abiinl 1B aomnk soeff s Alméasceqgnai lred t hrough it s
with Merrill Lynch). The announyvedrgufioantesi e n
mortgaegated Sgsaectsfomdaddetog. Bank ofupmtoica wo
7US Treasury, “Joint Statement by Treasury,128ederal Reseryv

November 23, 2008.

%BFor information on CCRSReportR4Ap427rouliled RBt Reliaf Progras (TARPY: e
Implementation and Statulsy Baird Webel

¥U. S. TrTeeasury Rriges Sale of Citigroup Subordinated Notes for Proceeds of $894 Million, Providing an
Additional Profit for Taxpayers on TARP Citigroup Investrpefi  p teaseFebruary 5, 2013t
http://www.treasury.gowresscenterpressrelease$?agedf1841.aspxU.S. Treasury; Taxpayers Receive $10.5

Billion In Proceeds Todakrom Final Sale Of Treasury Department Citigroup Common Stackss release,

December 10, 201@t http://www.financialstability.govatestpr_12102010.html Fe der a | ppRreferer ve, “ Su
Specific Inst ihtp/Awivwfederalreservevgavbrietarppblieydst supportspecific.htm
Wy, S. Treasury, “TreashDPlyC Fradweirhd ARssiestvenc antdo thank of A

hp1356, January 16, 2009.
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the first $10 bill iho ns uobfs elqousesnets loons stehse sapslsiett s9,0 %
and 1B&nk oof Amergewer Wn¢htin the 1 osstechse were to
TARARs s et Guarantcde HFDdgLrramnd the Fed.

Alt hohghasset guarantee was announced in January
signed. On September 21, 20i0t9,h aBda nnke gooft iAanteerd caa $a
t er mi na(toifomwhfieceh, t he Fetdh arte caelilvoewde df &ifft tnihod Iwiiotnh)d r
Asset Guaraftee Program
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