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{ a further normalization )
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[Release Date: February 18, 2010
For release at 4:30 p.m. EDT

The Federal Reserve Board on Thursday announced that in light of continued
improvement in financial market conditions it had unanimously approved several
modifications to the terms of its discount window lending programs.

Like the closure of a number of extraordinary credit programs earlier this month,
these changes are intended as a further normalization of the Federal Reserve’s
lending facilities. The modifications are not expected to lead to tighter financial
conditions for households and businesses and do not signal any change in the outlook
for the economy or for monetary policy, which remains about as it was at the January
meeting of the Federal Open Market Committee (FOMC). At that meeting, the Committee
left its target range for the federal funds rate at 0 to 1/4 percent and said it
anticipates that economic conditions are likely to warrant exceptionally low levels
of the federal funds rate for an extended period

The changes to the discount window facilities include Board approval of requests
by the boards of directors of the 12 Federal Reserve Banks to increase the primary
credit rate (generally referred to as the discount rate) from 1/2 percent to 3/4
percent. This action is effective on February 19.

In addition, the Board announced that, effective on March 18, the typical maximum

maturity for primary credit loans will be shortened to overnight. Primary credit



is provided by Reserve Banks on a fully secured basis to depository institutions
that are in generally sound condition as a backup source of funds. Finally, the
Board announced that it had raised the minimum bid rate for the Term Auction Facility
(TAF) by 1/4 percentage point to 1/2 percent. The final TAF auction will be on March
8, 2010.

Fasing the terms of primary credit was one of the Federal Reserve’ s first responses
to the financial crisis. On August 17, 2007, the Federal Reserve reduced the spread
of the primary credit rate over the FOMC s target for the federal funds rate to
1/2 percentage point, from 1 percentage point, and lengthened the typical maximum
maturity from overnight to 30 days. On December 12, 2007, the Federal Reserve created
the TAF to further improve the access of depository institutions to term funding
On March 16, 2008, the Federal Reserve lowered the spread of the primary credit
rate over the target federal funds rate to 1/4 percentage point and extended the
maximum maturity of primary credit loans to 90 days

Subsequently, in response to improving conditions in wholesale funding markets,
on June 25, 2009, the Federal Reserve initiated a gradual reduction in TAF auction
sizes. As announced on November 17, 2009, and implemented on January 14, 2010, the
Federal Reserve began the process of normalizing the terms on primary credit by
reducing the typical maximum maturity to 28 days

The increase in the discount rate announced Thursday widens the spread between
the primary credit rate and the top of the FOMC's 0 to 1/4 percent target range
for the federal funds rate to 1/2 percentage point. The increase in the spread and
reduction in maximum maturity will encourage depository institutions to rely on
private funding markets for short—-term credit and to use the Federal Reserve’ s
primary credit facility only as a backup source of funds. The Federal Reserve will
assess over time whether further increases in the spread are appropriate in view

of experience with the 1/2 percentage point spread. |
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{ to press China on Yuan )
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[The mounting political tension between U.S. and China is poised to take on a more
pronounced economic component—with Washington, in coming months, expected to press
China over what officials see as an undervalued yuan.

This week, China is facing off with the U.S. over President Barack Obama’ s planned
meeting Thursday with the Dalai Lama, who Beijing alleges has pushed for Tibetan
independence from China. On Wednesday, the U.S. State Department said Secretary
of State Hillary Clinton would also meet Thursday with the exiled Tibetan spiritual
leader.

Those tensions come on top of January s announcement that the U.S. would sell
$6.4 billion worth of arms to Taiwan, which Beijing claims as part of its territory,
and continuing sparring over a cyberattack on Google Inc. widely seen as originating
in China. The two sides have also disagreed over whether to sanction Iran over its
nuclear program.

But for U.S. officials, China’s exchange rate is emerging as a top concern.
President Obama and other administration officials argue that the Chinese currency
is undervalued. That makes Chinese exports artificially cheap in terms of other

foreign currencies, contributing to the U.S.’ s large trade deficit with China and,



they say, depriving Americans of jobs.

Also on the economic front, U.S. officials have taken notice of increasing, vocal
concerns among U.S. multinationals over what these companies view as growing
protectionist trends in China. For years, these companies have acted as a ballast

for stable bilateral ties. |
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{ have a nice week )
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