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financi&l assistance to then by incre~sing credit li:1.es end purcG~s~~g 

assets, but a substa:itial c:r::ou:1t of their outstandir.g co:r:.,e:rci.::l ?&?er 

is still not covered by bar.k iines. The b.::~1.ks involved r.~ay well hc:.ve 

reached t'i.1e lirait of their 2.bility to provick financial assistance to 

the companies. 

Some leading b.~nkers ir~volved ir, the <leveiopcent of th.::: 

addition2.l credit packages for co~.::.--:-,ercial paper issuers have occ:::sicr~ally 

expressed concern, in convers1:.tior.s ·with us, as to whetl-.er the ;.1.e:-1 

arrangements would prove adequate fo=.t~e situation since they do no~ 

, provide complete back-up coverage for all outstanding cor.:mercial ?a?c:::: 

of the issu2~s. In the case of very large issuers of co::auerci~l ?~per, 

from these bankers as to th-2: a-.it:.10::::ity of L,e Federal :lesE::.·ve B2r.;c3 as 

lenders of last resort to provide help in these circuillsta~ces, our 

e1aphasis in our conversatior..s has been to encourage the r.:e:abe::.:- bar:.--:s 

to make credit available to cred:;:.t-worthy borrowers to thG extm:t '::"hey 

could do so ·within their legal le~-:ding lir:iits and corr::::on pr'.ldence. Ir: 

these conversations, we reiterate~ our assurances aa to the availability 

of the discount window in the case of ~3ed and the Systec's pre?ared~2ss 

to the banks. 

The possibility of a iarge co~;.I).:1.11y beii1g una.C,le, in a 1::.2.tr:er 

.._, .. - .,....of days, to obtain accitio~al financial assista~ce w..,;.. ...,.,.....,.::, 

financial insti~utions b~ings into consi~~ration the sues~io~ of ?Ossiblc 
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action by Federal Resc~ve Banks as lende~s of last resort. 

We are hope:ul that it will prove unnecessary for any issuer 

of co::u;ne::cial paper to seek direct assista:1ce frc.n the Federal Rese:cve . 

Nevertheless, we have deerr:ed it ex?edient to do some co:1.tingency ~la::n:.::; . 

Our C-;:-.ecit and Discour,t De'.)artr.:e:-.t, a;.:d 01.1:r Legal Dcp:2.rt:me:1.t h.:;:.ve dra£ce;: 

b.;!c.:n developing info"·1::ation with ::espect to large issuers of ccr:::-ae::ci-=.l 

pa?er tr.at have experie:.:.cc~ substantial era.ins. 

paper rel.~ti~g to th.z wor!cing.;; of the thi::-d paragraph o f sectio::1 13. 

The i~quiries reflected rer::ote coQtingency ?lc:.rming . In response, we 

have revi;;:wed the provisio,~s of t::a p.:!.ra6r.::.ph , its e••actrr:ent i~ the 

deprcssio~ years , and its use then. In those conversntio~s , we hava 

stresseC the desirability of issuers of corr.r:1ercial paper meeting ~heir 

financial needs through nor~al f i~ancial cnan:1.els and have commented 

on the rigid tast:s th~ t a nonrr:2::·.,:)e:C ins ti tctio:1 must m.::et to obtc.in 

Federal Reserve cre<l~t. It a??eared to be the clear p~eference 0£ the 

companies to avoid recourse Res~rve credit if at all 

I n the event t:;1.:1 t ext~nsions of credit under tbe third :><-,_..,.g_..,..,.... 

of section 13 shou:.d a??(;~r to be call.ad fo;:, it wili be necessary :o 
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to consicer the rate to be char6 ed. Xo rate has been establis~ed by 

the Federal Rese,:-ve Bank of Rew York for discounts under the thi::::-c 

paragraph of section 13. In the 1930 1 s, the rate was fixed at 6 ?2= 

cent, w'l:.ile the basic disco~nt rate ranged from 1-1/2 .. ner cent 

per cent. preser;.t, our basic discount 

on advances to b&nks unGer section lO(b) secured by ineli;i~:~ 

assets is 6-1/2 ?er cent; and our rate on advances to individuals, 

partnersnips, and c0::p:natior.s, u:-,der the last pa::agrc:.ph of sectio:: :::, , 

secured by U. S. Government and Ager.cy obligations, is 7-1/2 per ce~~-

cent range fot' shorter maturities. In r:iany cases, long-s tar:C:..::i 

bar.k credit lines :5.. ss~c::s call for at tb.c 

the borrot1ers to r::.air-.tain co:r:~x:ns.s.ting deyosit balar:ces; such a '-""-,.---- ""-

ment increases the cost of the rr.ori:::y to the borrowe:a:. I:1 the r2c2:-ai:: 

credit pac~rn:;es t~'1at the con,n1ercial banks have asse..1bled, -sales o= 

assets have been a~ a cost equivalent to a 10-1/2 per cent rate co-..:.?:2.: 

with a 3/4 of 1 per cent co:rsnitr,12nt 

As lender of last reso::t, we believe that we should not 

establish a "bargain" rate for er.12::-gency lo.s.ns i::o nonc.1e:-.1ber instit~ti:::s. 

We do not want to appear to be inviting st:ch loans. On the other :"a::.:, 

we would not favor an excessive p2r..alty rate. Our pur?ose in :::a:~:.::;; 

such a loan is not to re.& " J.. l.Z. ~ irtco-:.:e b~~t to avciG. a l:ina:-.i.ci.;l.l c:::.sis. 

In addition, the cost of funds is r:ot a factor for us. 1•::-:ile any s-..:..::.:: 
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loan ,;,ould contain an ele..:ent of risk, n() loan would be nade except to 

a "credit-worthy" company fr-0:·,1 ,:-,hich ·we co--.ld reasonably expect rer-,&y-

ment over time. 0:1 t:r:e other ha:-.d, we do think that the rate should 

be sufficiently high to be a f.:;.ctor in t;::.(! borrower's deter2inatio:. to 

pay down the loan prorr.i_)tly. In all the circumstances, we, in New York, 

are thinking of a rate in the area of 9 per cent at tbe present tir,,e. 

If the Fede~al Reserve 3ank is asked to make a loan under the 

third paragraph of section 13, the asount of the loan could be large. 

It could easily he $100 raillion or more. In this connection, we should 

, bear in r.1ind that at the end of 1969, the paic!-in capital and su:c:)l:..:s 

of ·::he 12 Reserve r.1i l lion; 

and su;:-;::,l-..is o::: tl-.8 ?RE:::Y a,.10-:.nt:c.:. to $353 r.,ill::.on. In 1969, the 12 

Bank paid over $3/4 billion. If such a loan were to result in a sub-

stantial financial loss to the Reserve Banks, presur.~bly the amount of 

the loss would redu.:e the payr.1ents :aade to the Treasu::-y. 

In its memorandum oi February 1, 1936 to the Federal Reserve 

Bau:-:s wi tn respect to discounts u:-i.de:r the third paragraph 0£ section 

13, the Board of. Governors stated that "except with the permission of 

Board~bh'; no Federel reserve bank s:-:all discount for a-::1y one individual, 

partnershi? or cor?oration paper arr.ointing in the aggregate to ~ore 

than one per cent of the paid-in capital stock and surplus of such 

Federal reserve bar:k11 
• Ir.1position of sc:ch a limitation in t,::,day' s 

circumstances would vitiate any ?ederal R2serve prograc of providing 

financial assistance to credit-wortr.y issuers oi: cor.::-.:ercial paper. 
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Such a limitation wo;.ild appear to ~e inappropriate at this time in 

respect of a ccnt:c~l b::11.k. oper.:itioi1 as lender of la.st resort 't-71'"!.::n, to 

achieve ~n importa~t monetary objective, nunclreds of millions of Lollc:.rs 

may be nccded to do the job. As in the case of borrowings by rr:e,aber 

banks ur..C:er section 13, the ·third paragrc:.ph of section l3 sets no dollar 

o\r forr:-iula li1:1itatio7l on borro,;,1ings by individuals, partnersh:_ps or 

corporations, althoug~ it does a~thorize the Board of Gov~rnors to 

prescribe 11 limitations11 
• 

When a ne:-.iber bank approaci.1.es its Federal R8serve 3an~-< as 

of its borro,::-ings 

is the practic~l li~itation of tLe acount o~ collateral available to 

Discou;:i.ts u:i.clcr 

rnust b2. ::.l:doi..'"s2.d or otb.c:.\•7ise secu::cd to tf:.c: satisf~c.ti..on 0£ tl--"... c 

in order to accoc?lish an objective of t~c central bank, to have rccourse 

to the central bank as lender of lc:.st recourse, the limit of that recc;.:rse 

should likewise be u:ea.su::-ed. by the ava:i.l&bility to the bo:::rwer of 

adequate collateral or indorsenents. 

Since Federal Reserve credit to issuers of co1~ue~cial ?ape~, 

if initic:.ted, would probably involve large sums, possibly hundre~3 of 

millio:is of dollars, it uould seen de3ira.ble to consider tne pa.::-tici;,a-

tion of those loans ar:,o:1g the twelve Fz:ce:::al Reserve 3anl<:s. Par-cicip~t-

ing such loans woui~ also be consistent l1ith our practice of participat-

ing loans on gold to fo;eign central ban.}(s. 

One of t:h.e sup?lemental guic.clin,es suggested in the m2IT!oran.c..;.:::-. 

by the Board's staff, dated July 13, 1970, would limit the matu-::-ity of 



-7-

loans to 30 days or less. I see no reason to be so specific. ~~e 

maturities can't exceed 90 days in any event since the borrcwe:- 1 .s 

must meet the test of eligibility. Let's not circi.:;:;.scribe flex:.:.:.:.:. -=··.i 

in the case of an e~ergency loan. 

At the meeting of our directors last Thursday, I revi~~~t 

i;,1ith them recent d-:;velopr:-,e:.:i.ts in the con:.--::.ercial paper market a:1c: c:i.::-

cussed the background and provisions of the third paragraph of sec-=:.~~ 

13. Although the directors shared our hope that it will not -be :-.ece.=:sa:-:,; 

..::. ,. .. ..,.,...,-,..to make any loans u::i.der the third parc::.graph, they looked with J...;..tv-

the making of such loans in exigent circunstances and thought t~a~ ~ 

rate of about 9 per cent would be a?propriate. Our directors are pr~-

.;_ ... , ... 
lo,.~~ .. .;;;;pared to ~eet prou?~ly oa sl-.o::-t r.otic.::: to coi:side::- s..:ch loa.:.-.. s 

such ~ction as □ay be apprc?~iate in the circ~~st&nces. 

I underst~nc that the ~oard of Governors has given c&::-2=~:. 

consideration to t~e use of the tnird 

the Board is prepared to act ?rO~?tly on sho::-t notice to ~ake a 

that "unusual and exigent circc:::r.stai."lces" exist and to auchorize ~:-.e 

Federal Rese~ve Ban~s to provide cr2dit to individuals, ?artner2~~?~ 

and corporations under such ?aragra?h. 

Being prepared to act p~OwJtly is an i~?ortant part o= 

continge~cy planning, 




