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There is one way the Federal Reserve could quickly, safely, and meaningfully reduce U.S. 
macroeconomic strain due to the novel corona virus: use its emergency-liquidity authority to backstops 
banks providing forbearance to hard-hit households and small businesses.  Here’s how.     
 
As detailed on Friday, hundreds of millions of Americans will be unable to meet their financial obligations 
if the COVID-19 crisis curtails employment.  The Monday inter-agency forbearance statement is helpful, 
but provides little meaningful guidance and no relief from the capital and liquidity cost of even short-term 
forbearance.  Express regulatory relief also poses risks that banks will be still more exposed to risk if 
short-term liquidity problems turn into a solvency crisis.  As a result, banks are likely only to provide 
limited borrower relief, exposing families to economic hardship and leaving them at still greater risk of 
predatory lending. 
 
Solution:  The FRB’s 13(3) emergency-liquidity authority can be triggered with the consent of the 
Secretary of the Treasury in situations just like this.  The Fed could provide funding to banks through 
13(3) specifying for example that liquidity will cover three months of credit-card payments up to a certain 
sum (e.g., $2,000 per borrower) for customers that can demonstrate short-term unemployment, lack of 
sick leave, imposition of a quarantine for the borrower or immediate family member, or in similar 
circumstances.  Small businesses meeting simple eligibility requirements could also receive near-term 
forbearance on existing or even additional extensions of credit to ensure rental or similar payments. 
 
The Fed could offer this 13(3) liquidity also to nonbanks, but it would presumably wish to do so only upon 
demonstration of sufficient collateral.  Controls would also need to ensure that nonbanks do not use 13(3) 
funds to shield themselves instead of borrowers from short-term liquidity strain. 
 
For more:  contact Matthew Shaw at 202.589.0880 or mshaw@fedfin.com. 
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Federal Financial Analytics, Inc. is a proprietary think tank providing analytical and advisory services on legislative, regulatory, 
and public-policy issues affecting global financial-services companies.  Since 1985, the firm’s practice has been a unique blend of 

strategic advice and policy analysis, serving as a thought leadership resource for boards of directors and senior management 
seeking a forward looking assessment of risks, opportunities, governance, and other matters critical to success.  Clients also 

include senior regulators and policy-makers around the globe, who rely on the firm’s objectivity for confidential forecasts of the 
market impact of actions under consideration. 
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