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The discount rate is the interest rate charged on loans made by the Federal
Reserve to financial institutions. The basic discount rate is currently 6.50 per-
cent while the highest discount rate, which applies to extended credit borrow-
ings outstanding for more than 150 days, currently is 8.50 percent. Under a
new policy for administering the discount window, borrowers will be charged
the highest discount rate rather than the basic discount rate for any unusually
large loans that are due to a borrower’s operating problem, such as a computer
breakdown. Thus, any operating problem requiring borrowing at the discount
window would now occur at an 8.50 percent interest rate. The Federal Reserve
does retain some discretion in charging the basic rate when the problem is beyond
the borrower’s reasonable control.

This policy change is designed to ensure that a financial institution with an
operating problem is extended credit by the Federal Reserve at a rate equal to
or exceeding prevailing market rates. It is expected that this policy will encourage
financial institutions to increase their efforts to reduce the probability of operating
problems that would require substantial borrowing.

—Richard G. Sheehan
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