Tough times ahead for King – 19 Sep 07
The Bank of England has taken a huge U-turn on its policy over providing liquidity to the markets.  After having refused to inject liquidity into the market at the beginning of August (while other central banks did so), it has now changed its attitude.  Mervyn King, the Governor of the Bank of England announced today that it was injecting £10bn to cut rates.

This is a huge humiliation for King, as this could have been done quite some time ago.  If liquidity had been injected earlier, we may not have seen Northern Rock in such trouble, which has led to the first run on a British bank for 140 years.  This event has also put the government under much pressure, as it has had to guarantee the deposits of customers of banks including Northern Rock.

The BoE initially argued that it did not want to help out too much in order to prevent ‘moral hazard’ – the idea that if banks were protected against their risky business strategies, they would again feel that they could take big risks.

But now, King seems to have lost a lot of credibility over this affair.  Bankers have complained that he has not fully understood the current situation and has therefore has made severe misjudgements.  Unfortunately for him, credibility is one of the central pillars of the Bank of England and without it, he is not worth much.

Tomorrow, King faces a panel of MPs who will quiz him over the current ‘credit crunch’ and his handling of it.  It will be interesting to see how he copes with it…
