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stationed in the Pentagon. ' �1ith 14 years' experience on the IImili­
tary beat," this seasoned reporter indicated that his information 
came from IIpeople "Iho keep up ",i'th these things, people 

'
higher \lp.1I 

BUNDESBANK INTEREST CUT: 

"PSYCHOLOGICAL MOVE" ACCORDING TO BAL'lKERS 

Oct. 25 (IPS)--West German and U.S. banking sources in Nel'1 York 
City derided yesterday's decision by the West German Federal Bank 
(Bundesbank) to lower the rates at which it lends to West German 

banks as a "psychological moven which will have little effect on 
the current credit squeeze. 

One West German banker said, liThe increase in liquidity "rill 
not be overwhelming, and the lowering of rates l'Ton' t have much im­
pact." The Federal Bank yesterday reduced the Lombard rate, at 
which it provides short-term funds to banks on security of govern­
ment bonds, and the discount rate, which is little used in practice, 
from 9 per cent to 8.5 per cent and from 7 to 6 per cent respectivel) 

A selective credit squeeze continues. iiI do not yet see a re­
verse of the general tight credit policy," said an official of the 
Nel'7 York office of Bayerische Veriensbank. liTo be very frank, to 
go into some industries right now would be foolish. In certain 
si tuations, like textiLes and construction, you might as \'1ell throt-1 
your money out the window. I don't think the banks would go into 
construction to bail the companies out.1I 

At First National City Bank, economists described the move as 
"fairly cautious," adding that any further easing of credit would 
be predicated on forcing across a umoderate ,>]age settlement of fall 
wage demands. II 

Bank loans rose by 9.2 per cent between February and July, ac­
cording to Federal Bank figures, a mucn higher rate of grot'lth than 
any other advanced· sector country. But the banks' capacity to sus­
tain such gro""th is highly limited. Free liquidity reserves of the 
banks, according to the central banks' measurements, have fallen 
from about DM 6 billion before the June 26 Herstatt bankruptcy to 
less t,han DM 3 billion at present. ,Even this increase in ban:K'lend­
ing ,'is. highly selective. Analysis of Bundesbank figures 6ho"7s that· 
over the"'sUmrner bank,s. sharply reduced their short-term credits to ' 
\'1eaker sectors in favor, of longer-term credits to the potential· 
survivors ; a form of credit triage. 
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