Erove: Futherford, Matthaw

Sant: Friday, Ss Qﬁ& nber 12, 2008 3.0t AM

Ta: VY EKESon

Subijsct:

See the amail below., I would be careful about any statement. Markets are incredibly
nervous.

»»»»» Origingl Messagg-----

Epom: Hayley. Bosskyl@ny.frb.org [mailtorHayley.Boesky@iny . tro.org]

Sermt: Thursdey, September 13, 2888 11:58 PM

To: Hayley.Boeskyiny.frb. arg

. Brian.Peters@ny.fro.org: Debby.Perelmuter@ny.frb.org; James, Clark@ny.frb.org;
Matthew.Lieher@ny.fro.org; Rutherford, Matthew; Meg.Mclonnell@ny. frb.org;
Michael.Nelson@ny.frib.org; Schetzel, Michsel; Patricia.Mosser@ny.frb.org;

Steven. Friadman@ny . Frb.org; Willism. Dudisy@ny. frb.erg

Subjecit: Panic

1 nave spent the past 3 hours paceliving calls from MWFs. On 2 scale of 1 To 18, where 10 is
gear-Stearns-week-panic, I would put sentiment today st 5 12,

Pﬁsg £ zre expecting full bBlown recession. There is full expectation thet Leh goes, wamu and

then ML, Worriss about GS and reports of losses in their PB business. Apparently G5 had a Lot
of commodity HFs who took big losses. ALL begging, pleading for a large scale solution which
spans beyend just LEH, The two ideas which keep coming up are easing risk capitsl welghts and
2 RTC type fund. Objective is to ease balance sheet pressures of the banks,

I am sure you have a2ll heard lots of this but I felt I needed tc relay the message given they
211 took The time to call and glven the panic in their volizes...
wwwww Original Message -----

From: Mayley Boesky

Sent: 88/11/2668 11:36 am EDT

To: Heyley Boesky

Cc: Brian Peters; Debby Perelmuter; Jamss Clark; Matthew Lisber;
Matthew.Rutherford@do.tress.gov; Meg McConnell; Michael Nelson; Michael Schetzel; Pa atricis
Mpsser; Steven Frisdman; Willism Dudley

Subdect: Re: Fw: Options for short-circuiti
Cap, Tudor, Fortress, etc.) has cailed to tell

ng the market nearly every large HF f%ccﬂﬁ
me that others are refusing to take LEH'S name

HH

Hayley . Bossky

foderal Reserve Bank of Hew York
33 Liberty Straset

Mew York, NY 18845
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BR/3L/72888 1846 Meg Molonngll/NY/FRS, B

feh Fatriciz Mosser/NY/FRS,
Peters/NY/FRS, HMichasl
Helson/NY/FRS, Debby Perelmuter,
Michael Schetzel /NY/FRS,
Matthew.Rutherfordido. treas. gov

steven.frisdmangny  Tro, of
Clark/HY/FRSEPRS, Matthew
Ligber/NY/FREEFRS

the market

some thots from Louls. 1 have bolded the relevant points,

Hayliey H. Bossky

Fedaral Reserve Bank of New York
33 Liberty Street

Mew Vork, NY 18845

----- Forwarded by HMayley Boesky/NY/ERS on 85/11/2008 18:88 AM -----

“Louis Bacon”
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<Hayley.Boeskyliny.fro.org:
29/11/2268 2918 jala
AN
Subiect
FlW: Options for short-clrculting the
4+
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On a day like this it meke sense to make s quick list of what the Fed and/or Treasury can do
tomorrow/ 2T any point o try to short clrcuit what

is going on in the markets. To be clear - I do not have an

intelligence aon how any of these are being considsred by pol

This is only to lay out what is legelly possible. All of th are
entirely achievable by either Traasury or the Fed without an saek

authority from Congress
The Fed can cult rates - either on the 16th or intermeeting. They
nave at leasst 152bps of eazse without getting us into Japan territory.
FOMC as a group could not sccept the tradeoff on inflation for & FP
rate lower Than 2.98%. The last cuf was April 38th. Crude was at
$113. In the interim, the markets and the economy got worse (worse
than the Fed had expecied), and crude went to 5145, drude is at
$183. Going forward, inflation is only going To go one way - Soulh.
The Fed should serigusly consider cutting.

The Treasury can announce 2 large GSE MBS purchase program under
their GSE suppor? package from this weekend. They were hoping for a
big positive bounce from the GSE package and anncuncement and I
suspect they wers waiting to see if they could get away with
something small. If it made sense to cross the threshold to have the
US purchase GSE MBS in the first place, then the Treasury should
announce @ big number that will make the market thinrk again
(positively) zbout the value of any GSE MBS banks hold. ALl the
critigues of this weekend's GSE plan will still apply (it doesn’t fix
the problems with the bad asselis/private-label M85, HELOCS,
gnderuster borrowers, unemployment}), but this 1s a2 step that ¥Treasury
has 21l the autherity it needs to take immediately and which they
should take in conjunction with & Fed move.

% %
The Treasury cansannounce z major expansion of funding to the Federal
Home Loan Bank system. This would be passed on To banks vis 3 major
expansion of advances from the Federal Home Loan Banks against
mortgage-related ccllateral, including terw advances of up to three
years. This would be cut of left field, but Treasury already has all
the legal authority and all the budget authority it would need to do
this. (Treasury somewhat-unexpeciedly asked for the authority to

support the FHLBs, along with the suthorities they used in this
weekend's GSE packege, in the 3July leg ion,y Treasury may be
positioning for something oFf the sort - s weskand, when they
annouynced the naw Treasury ore ] for the G5Es {Government
Sponsored Enterprise (radit Fa vy opened the credil
facility to the FLBs as well Freddie. The FHLEs can
v at Libor+58 by pledging
iz intended to be short

ong wesk to one month
renswabl us 2@ major Tressury
lending pro oans long-term, 1T could
ailow t tcant term fTunding 2t
nredl e Lated assels

including !
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welghtlings on GSE-issued MBS and debi on
has st g the aAgencies. This

wotlo nd he i anit abliems at
panks. it T sy inciuded
an expl arar 1 katop
agresmns WREKenN M 25 Ciearly that
freasur not De deemed o c@egtitaté 8 gusranieeg
by The pavment or performence of any debt
security regsury converted the implicit gusrantee
into an 1ability of the USG for the express
banefit rs, but Trezasury also limited the size of
this cor the USG to $188B. It would seem to he a
gifficy fy treating GSE debt exact?§ the same 3s government
debt Fr tal perspective on this basis.

These are the bold things Treasury and T

also attempt to stabilize or suppord tThe LEH situation by iending to
LEH through the PDCF as z backstop until LEH works out its situstion
or to LEH's newco/spinco {with no other 3SC-type zn%erveﬂgion} - or
they could facilitate a transaciion by using the Maiden Lane
structure that was set up for IPM/BSC In some way. Some or zll of
this may well prove necessary, but I personally doubit thet it will
make the market feel better. Perhaps I am wrong,

ed can do. The FRENY may

The Fed could 2lso make another inhovetion it its liguidity
facilities - perhaps s major extension in the term, sazy To thras
yesrs {something like what the BOE has done). It is not clesr why the
Fed should do this when Treasury has created 1ts own credit Faciiity
for the FHLBs. Bult there may be other zssets that might benefit from
longer term stable financing from the Fed.

Certalnly the market does not expect many of these steps, znd some of them would be a shot of
cold water In the Face. Some combination of the above

might stabilize the situstion for 2 time. We should be awsre that sny of

the above are possible since 211l of them are entirely achievable by either Treasury or the
Fed without any need to consult with or seek authority from Congress.

o

= ok

However, none of The above will

ix The fundamental problem, which is too many bad assetis
that nesd To get off of too many balance sheets. This has zlways been the fundamentsl
problem.  Erin's report that z2ll of the s Financizl Conference today laid out
their plans for assel salsz {HELOCs, oo o nooks) as thelr main
strategy for rehabllitating their b ri roplications for asset
prices and the vizhility of this st ou
Her takeaway of the fierce competiti osits alsc must be
worrisome to policymakers., To me T overnment to start
seriously considering an BT(Z.

saﬁ of vehicle, either pre-funded b
t would purchase assets for once
ovéﬂﬁmeﬁL recar bond of so
ture that would 31l n
i

sunt are
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