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The unprecedented move by the Federal Reserve over the weekend to help rescue investment 
banking firm Bear Stearns was yet another maneuver by the central bank to keep the 
subprime crisis from pulling big financial institutions into its death spiral.  

Fed policy makers are expected to make another significant cut to the federal funds interest 
rate -- which stands at 3 percent -- during their meeting today in a determined effort to 
bolster an economy that appears to be in big trouble.  

"If the Fed had not made many of the moves it has made, we would have seen a very serious 
crisis in the financial industry," said Robert Dye, senior economist with PNC Financial 
Services Group, Downtown. He added that, without Fed intervention, the fallout "would 
potentially throw the U.S. economy into a very deep and severe recession."  

High drama in the credit markets was set off Sunday with the shocking sale of the venerable 
Bear Stearns investment bank to JP Morgan Chase & Co. for a mere $2 a share, after the 
stock had closed Friday at $30 a share.  

The news made headlines because of Bear Stearns' prominent place in Wall Street finance, 
and because of the federal government's willingness to guarantee the deal for JP Morgan. But 
aside from the people who work for Bear Stearns, who own stock in the company or own 
mortgage-related securities that are backed by the company, most consumers will be largely 
unaffected by the sale or bailout.  

Average investors will more likely be affected by the Federal Reserve's continual lowering of 
interest rates in an effort to help the housing market, which will, in turn, lower the income 
they receive on bank savings accounts. But rates on mortgages also will go down, which is 
good for people either buying or refinancing houses.  

"Previously, if an investment bank got into trouble, it was permitted to fail," said Paul 
Brahim, executive vice president of BPU Investment Management, Downtown. "If Bear 
Stearns had collapsed, it would have had a significant and dire consequence," he said. "It 
would have said to the global investment community and consumers here that our 
government had neither the will nor the tools to intervene, neither of which would be good."  

President Bush met yesterday with Treasury Secretary Henry Paulson and other economic 
advisers. "One thing is for certain: We're in challenging times," the president said. "But 
another thing is for certain: We've taken strong, decisive action. The Federal Reserve has 
moved quickly to bring order to the financial markets."  

"The Fed overall is walking a tightrope right now," said P.J. DiNuzzo, president of DiNuzzo  

http://www.post-gazette.com/pg/08078/866034-28.stm  3/18/2008 

Dinuzzo_9
Highlight



Fed walks 'tightrope' to keep recession at bay Page 2 of 2  

Investment Advisors Inc. in Beaver. "The Fed wants to assist the economy, but doesn't want 
to overstep its bounds. Capitalism needs to run its course. It's survival of the fittest. In 
capitalism, if you make bad decisions on a consistent basis, you go out of business."  

The Federal Reserve Act of 1977 was intended to help the commercial banking system, not 
investment banks. Commercial banks are used for deposits and lending to the general public. 
Despite the economic downturn, commercial banks remain relatively vital. Only three banks 
failed last year, including Metropolitan Savings Bank in Lawrenceville, according to the 
Federal Deposit Insurance Corporation.  

Investment banks help companies and governments raise money, by issuing and selling 
securities in the capital markets. Today, investment banks Goldman Sachs Group Inc. and 
Lehman Brothers Inc. will report fiscal first-quarter earnings, which Wall Street will use to 
gauge the sector.  

Bear Stearns was one of the first marquee names to announce massive losses when the 
subprime crisis evolved last year. So, it's no surprise that the company was unable to 
overcome its problems. Bear Stearns had made aggressive bets on the mortgage market, 
which turned sour.  

In response to the Bear Stearns sale, the Federal Reserve on Sunday also announced an 
emergency cut to its discount lending rate, by a quarter percent, to 3.25 percent. The discount 
rate is the rate it lends to banks that are in dire need of cash.  

Meanwhile, the U.S. dollar dropped to a new record low against the euro yesterday and fell  
to a 12 

1
/

2
 year low against the Japanese yen in anticipation of the Federal Reserve's 

federalfunds rate cut today.  

The euro rose as high as $1.59 against the dollar. The dollar sank as low as 95.72 Japanese 
yen, its lowest level since August 1995.  

"The action over the weekend clearly indicates the Fed's willingness to reduce interest rates," 
said Ric Edelman, a Fairfax, Va., investment adviser and author of the book "Lies About 
Money."  

"The Fed's efforts so far have helped to stabilize the market," Mr. Edelman said. "They will 
continue to cut rates if they believe that will continue to help."  

Michael Cohn, chief investment strategist for Atlantis Asset Management in New York, said 
he wouldn't be surprised if the Fed lowers interest rates by as much as 1 percent today, and if 
that were to happen, it would be good for our economy. "If corporations and people can 
borrow money at a lower price, they're able to be more profitable because of the lower 
interest rate they'll pay," he said.  

Although lower interest rates will cause the dollar to keep falling, Mr. Cohn said that is good 
for U.S. exporters, who can offer cheaper goods to the world. But on the flip side, he said, 
"because the price of foreign goods will go up, the risk is it will ignite inflation, because 
imports become more expensive and commodity prices go up."  

Tim Grant can be reached at tgrant@post-gazette.com or 412-263-1591.  

First published on March 18, 2008 at 12:00 am  

http://www.post-gazette.com/pg/08078/866034-28.stm  3/18/2008 

Dinuzzo_9
Highlight


