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0 O 0O 0O 0O 0O O European central banks are standing ready this
week to stem the turmoil in money and credit markets after the US
Federal Reserve moved on Friday to make direct loans available to
banks on favourable terms and hinted at an interest rate cut.[] [J [
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DO0000000000000000 Financial markets rallied
after the Fed’ s change of course and, if the move calms US nerves
this week, European central bankers are likely to follow to ensure
anxieties are soothed thereaswellU O O 0 OO0 0000 OoQO
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DO0000000000 0 4.65%0 At the end of last week,
overnight interbank money market interest rates in the eurozone the
cost to banks of borrowing overnight from their counterparts had
returned to normal at just above the European Central Bank’ s 4 per
cent policy rate. But three-month rates stayed higher than normal at
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[J London interbank rates were 6.3 per cent overnight and 6.7 per



cent at a three-month maturity, well above the bank of England’ s
b.75percentmainrateof interest 1 O O OO0 OO0 0000
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0 0O 0 0O 0O O With normality far from being restored yet, central
bankers insist that they can take further action if circumstances merit.
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changing rates, the European Central Bank can lend at longer
maturities, reducing the need for its banks to access more expensive
fundsinthemarkets. 1 O 0 D00 000000 ooooUo
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[1 Although the Bank of England is trying to avoid being the first
port of call for banks, if unusual market rates persist, it would act to
secure its objective for “ overnight market interest rates to be in line
with the Bank’ sofficialrate” 30 000000000000
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O O O 0O Central banks’  willingness to act follows three weeks of
turmoil in which much of the financial system has become gummed
up as fearful investors have refused tolend.J O O O O 0O 0O OO O
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JO000000o000odoodondoThe Fedwill look
for signs that its moves have stopped the contagion. Officials are not
expecting any quick recovery in credit market conditions, or in
broad marketconfidence.l U O U OO UOOUOOUOoUon
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Central bankers are also nervous that their powers to stem this crisis
of confidence are limited, since even good quality credit cannot find
ready purchasers. One noted the veracity of a market observer who
said that in these circumstances, any action taken by a central bank
was immaterial. 100Test U D O 000000 ooooogo
000000 www.100test.com



