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Liquidity Problems:
The Fed’s Response

• Lowered the federal funds rate and discount rate
– Narrowed spread
– Term lending from discount window

• Enhanced Lending to Financial Institutions
– Term Auction Facility
– Term Securities Lending Facility
– Primary Dealer Credit facility

• Coordinated actions with other central banks
– Swap lines with ECB and Switzerland
– Additional term lending by England and Canada 
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How TAF Works

• Term funds of one month maturity
• Sound financial condition and eligible to borrow at the g

discount window
• Fully collateralized
• Offering amount determined by Chairman
• Minimum bid of $5 million, maximum bid 10% of offering 

amount
• Advances cannot exceed 50% of available collateral
• Minimum bid rate based on expected federal funds rate
• “Stop-out rate” determined by auction process
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Sample TAF Auction Distribution
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Sample TAF Auction Distribution
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Sample TAF Auction Distribution
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Sample TAF Auction Distribution
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Sample TAF Auction Distribution
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Some Auction Results
Amounts
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Some Auction Results So Far
Rates
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Some Auction Results So Far
Rates
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Did Markets React?
Longer Term Perspective
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Did Markets React?
More Recent Perspective
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Term Auction Credit Outstanding
Federal Reserve District

May 28, 2008
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Term Securities Lending Facility

• Fed to lend up to $200 billion of Treasury 
iti t i d lsecurities to primary dealers

• Term lending of 28 days
• Lending secured by agency and non-

agency mortgage-backed securities
To promote liquidity in Treasury market• To promote liquidity in Treasury market
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Primary Dealer Credit Facility

• Credit extended by Fed to primary dealers
• Overnight loans
• Collateralized by a broad range of 

investment-grade debt securities
• Loans made at primary credit rate
• To improve the ability of primary dealers to 

provide financing to their customers
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New programs in red.
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New programs in red.

Effect on Reserves
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Effect on Reserves
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http://www.newyorkfed.org/markets/Forms_of_Fed_
Lending.pdf

Summarizing 

• Federal Reserve innovations

• Responding to liquidity pressures

• Coordinated policy actions
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• Will continue as long as necessary




