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Chair Himes, Ranking Member Barr, and members of the subcommittee:
Thank you for inviting me to discuss the emergency lending powers of the Federal Reserve (Fed). My
name is Christopher Russo. I am a postgraduate research fellow at the Mercatus Center at George
Mason University, where my research focuses on central banking. Before joining the Mercatus Center, I
held roles at the Federal Reserve Bank of Chicago and Federal Reserve Bank of New York, advising
senior officials on a range of monetary policy decisions.
Today, I urge you to safeguard the Fed’s political independence, which is the backbone of good
monetary policy. My arguments can be boiled down to three points.
1.

The Fed’s role as the lender of last resort (LOLR) is essential to achieving its dual mandate of
maximum employment and price stability. As the LOLR, the Fed provides liquidity to the entire
financial system in times of crisis.
2. Ten of the Fed’s recent emergency lending programs crossed “red lines” from monetary
policy into credit policy by directly or indirectly providing new credit to corporations, states,
and municipalities.
3. Credit policy is not the Fed’s proper role. The Fed’s independence is damaged when it is
opened to intense lobbying by Congress and special interest groups alike, which occurs
when the Fed is required to aid specific nonbank borrowers on Wall Street, K Street, or even
Main Street.

In my comments, I do not wish to pass judgment on the actions that Chair Powell, the Federal Open
Market Committee, or the Federal Reserve System took as they responded to the COVID-19 crisis.
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Rather, I hope to assist Congress as it considers and designs a future for the Fed that preserves and
protects its role as the LOLR.1

MAIN STREET REQUIRES AN EFFECTIVE LENDER OF LAST RESORT
As the LOLR, the Fed’s job is to support the private creation of money by banks. Without a LOLR, banks
pulling back on lending can shrink the overall supply of money. The shrinking money supply can cause
sound banks to fail in a dash for cash. Those failures further reduce the money supply, triggering a
chain reaction that could result in a recession or, worse—as history has shown—a depression.
The LOLR prevents such a chain of events. To avert a crisis, the Fed, as the LOLR, lends to banks
without limit, in a timely manner, based on good collateral, at a penalty rate. These loans are not meant
to finance new investment.

SOME FED EMERGENCY LENDING HAS CROSSED RED LINES INTO CREDIT POLICY
When the global economy was forced into a sharp contraction in March 2020 as the pandemic swept
the world, the Fed unleashed a firehose of emergency lending. By one count, it set up about 16 programs
(table 1). Six of these programs were designed to provide liquidity to the “shadow banking system,”
which is not eligible for lending through the Fed’s traditional LOLR tools. These six programs extend
the LOLR doctrine to meet recent institutional developments.
The other 10 programs were intended to assist Congress and the Treasury in allocating credit. These
credit programs are beyond the traditional LOLR doctrine. For example, the Fed’s municipal loan
facility made direct loans—and only to the State of Illinois and New York City Metropolitan Transit
Authority. As Chair Powell has described it, the Fed’s response to the crisis “crossed a lot of red lines.”2
When I sought more information about the Fed’s risk management practices, my requests were denied.3
TABLE 1. THE FED’S LIQUIDITY AND CREDIT PROGRAMS
Date

Program

Size

Eligible Borrowers or Beneficiaries

Collateral or
Assets

3/12

Repurchase Operations*

$1.5 tn

24 broker-dealers of US government
securities

Treasuries,
agency debt

3/15;
3/19

Swap Lines*

Various

European Central Bank and the central
banks of Canada, Japan, Switzerland,
and the United Kingdom; central banks
of Australia, Brazil, Denmark, Mexico,
New Zealand, Norway, Singapore,
South Korea, and Sweden

Foreign currency

3/17

Commercial Paper Funding
Facility*

No Limit

US issuers of commercial paper rated
at least A-1, P-1, or F-1 by a major
nationally recognized statistical ratings
organization

Commercial paper

1. For recent work on the Fed’s credit policy response, see Robert L. Hetzel, “COVID-19 and the Fed’s Credit Policy” (Mercatus
Working Paper, Mercatus Center at George Mason University, Arlington, VA, July 2020).
2. Jeanna Smialek, “Powell Says Federal Reserve Crossed Red Lines to Help Economy,” New York Times, September 15, 2020.
3. Christopher M. Russo, “Is the Federal Reserve Taking Too Much Risk?,” National Review, February 4, 2021.
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TABLE 1 (CONTINUED)
Date

Program

Size

Eligible Borrowers or Beneficiaries

Collateral or
Assets

3/17

Primary Dealer Credit Facility*

No Limit

24 broker-dealers of US government
securities

Treasuries,
agency debt,
corporate bonds,
equities

3/18

MMF Liquidity Facility*

No Limit

US depositories, US bank holding
companies, US branches and agencies
of foreign banks on-lending to prime
money market mutual funds

Treasuries,
agency debt,
commercial paper

3/23

Term Asset-Backed Securities
Loan Facility*†

$100 bn

US companies with eligible collateral
and account relationships with
designated dealers

Asset-backed
securities

3/23

Primary Market Corporate Credit
Facility†

$500 bn

US companies in the United States
with material US operations and
investment-grade ratings before
March 22

Corporate bonds
and commercial
loans

3/23

Secondary Market Corporate
Credit Facility†

$250 bn

US companies in the United States
with material US operations, including
those with junk ratings

Corporate bonds
and corporate
bond exchangetraded funds

3/31

Foreign and International
Monetary Authorities Repo
Facility

No Limit

Foreign central banks and monetary
authorities with accounts at the
Federal Reserve Bank of New York

Treasuries

4/9

PPP Liquidity Facility†

$349 bn

Depository institutions that originate
Paycheck Protection Program loans
guaranteed by the Small Business
Administration

Commercial loans

4/9

Municipal Liquidity Facility†

$500 bn

States, cities with a population greater
than 250,000, counties with a
population greater than 500,000, and
certain designees

Short-term
municipal bonds

4/9;
4/30;
6/15

Main Street New Loan Facility;†
Main Street Expanded Loan
Facility;† Main Street Priority
Loan Facility;† Nonprofit New
Loan Facility;† Nonprofit
Expanded Loan Facility†

$600 bn

US depositories and holding
companies on-lending to US
businesses and nonprofit
organizations with up to 15K
employees or $5 billion in annual
revenues and a majority of its
employees in the United States

Commercial loans

* Denotes programs based on facilities that the Fed operated previously.
† Denotes credit facilities. The Term Asset-Backed Securities Loan Facility, though a credit facility, has a liquidity component.
Source: Lev Menand, “The Federal Reserve and the Crisis of 2020” (CSAS Working Paper No. 21-20, Center for the Study
of the Administrative State, Arlington, VA, March 15, 2021), 14.
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CONGRESS SHOULD KEEP THE FED INDEPENDENT AND EFFECTIVE BY LIMITING ITS
ROLE IN CREDIT POLICY
Congress last reformed the Fed’s emergency lending powers with the 2010 Dodd-Frank act. Congress
specified that emergency lending is for “unusual and exigent circumstances.” It must be “broad-based”
and only “for the purpose of providing liquidity to the financial system.”4 These restrictions insulate the
Fed’s decisions from direct political pressure.
However, seeing the Fed’s success in the pandemic, some elected officials have argued for the Fed to
take a permanent role in credit policy. Congress should resist this siren call of turning the Fed from a
central bank into a piggy bank. Whether the Fed finances green energy or the construction of a border
wall, the transformation of its role would subject the Fed to intense political pressure from
policymakers and lobbyists. By damaging the Fed’s independence, such pressure would harm its
capacity to be the LOLR during the next crisis.

CONCLUSION
Congress has charged the Fed with the goals of maintaining stable prices and maximum employment.
The Fed’s independence is critical to achieving those goals. But that independence will be threatened
by injecting the Fed into national credit policy.
Thank you again for inviting me to speak. I look forward to answering your questions.

4. Federal Reserve Act § 13(3), Pub. L. No. 63-43, 38 Stat. 251 (1913) (amended 2010).
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