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Rate cut boosts stocks
Fed eases credit worries for now
THE ASSOCIATED PRESS AND THE ENQUIRER 

NEW YORK - The Federal Reserve finally answered Wall Street's SOS.

Stocks soared Friday after the Fed cut its key discount rate a half percentage point. The move quelled investors' 
credit worries at least for the time being and sent the Dow Jones industrials up about 230 points.

The Fed - which had resisted lowering rates despite weeks of market volatility, and instead added nearly $120 billion
in liquidity into the banking system - dropped the discount rate to 5.75 percent. The central bank acknowledged that
the stock market turbulence was posing a risk to economic growth.

"The Fed chickened out," said Pete Sorrentino, a portfolio manager with Huntington Asset Management in Norwood, 
noting that the move would calm the financial sector and broader market about liquidity concerns, but also permit 
some bad loans to linger in the portfolios of major institutions. The maneuver was aimed at preventing the financial 
sector's woes from spreading to other parts of the economy.

But the central bank made no mention of lowering its target for the federal funds rate, which has stood at 5.25 
percent for more than a year. The fed funds rate determines the rates banks charge each other, while the discount 
rate only covers loans the Fed makes to banks. Many strategists believe the market won't settle down until the Fed 
lowers the fed funds rate target, considered a more significant benchmark.

If the market doesn't get that rate cut, Friday's gains may not stick, especially since it's likely there will be plenty more 
news in the coming days and weeks of further troubles in the lending industry. Any mention of problems at subprime 
lenders or funds that invested in mortgages has sent stocks skidding, and so have worries that tighter credit will 
stanch the flood of takeovers, which sent Wall Street to new highs earlier this year.

Still, the Fed made it clear this wasn't the only step it would take if the volatility continued. In its statement, the Fed 
said it "is prepared to act as needed."

"It helps to a degree - it's the first step to restoring confidence," said Michael Chasnoff, chief executive of Truepoint
Capital in Blue Ash.

Analysts said despite the market's Friday recovery, the volatility was not over. Chasnoff predicted rough seas for at 
least another 90 days. Sorrentino predicted financial and discretionary consumer stocks could wind up losers for the 
year.

According to preliminary calculations, the Dow Jones industrial average surged 233.30, or 1.82 percent, to 
13,079.08.

Trading was still volatile throughout the day, with the Dow rising more than 320 points in early trading, giving up 
more than half of those gains, and then gaining steam once more. However, the blue chip index stayed in positive 
territory the whole time. The Dow is more than 6 percent below its record close of 14,000.41 reached July 19, and 
fell more than 1 percent for the week.

The Standard & Poor's 500 index rose 34.67, or 2.46 percent, to 1,445.94, and the Nasdaq composite index rose 
53.96, or 2.20 percent, to 2,505.03.

Traders who bet on how the Fed might alter rates expect the central bank will lower the benchmark fed funds rate at 
its next meeting on Sept. 18. Some investors are hoping for a cut in that benchmark rate even sooner.

"If the cut in the discount rate succeeds in restoring confidence, then perhaps there is no need for the Fed to cut 
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rates at the Sept. 18 meeting," said John Lonski, chief economist of Moody's Investor Service.

He added, though, that the key line in the Fed's statement Friday was its willingness to take more steps to prevent 
market volatility from harming the economy.

"That means the Fed is prepared to make a rate cut if stability doesn't come," Lonski said.

Staff writer Alexander Coolidge contributed.
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