Base Rate Cut Not Enough?

The Bank of England has
slashed the UK base rate
from 4.5% to 3%. The 150
basis point cut is the big-
gest the UK central bank
has ever made. The last
time rates were cut to
such an extent was in
1981, prior to the Bank of
England receiving its inde-
pendence.

The interest rate is now at
its lowest point since
1955. The bold move is a
clear indication that the
key problem for the UK
economy is recession,
rather than inflation. Busi-
ness bodies welcomed
the move but the reaction
on the stock market was

ctly

news was made official.
There is anxiety amongst
investors that the rate cut
is simply another indicator
of the severity of the im-
pending recession.

Retail banks are now un-
der pressure to cut the
interest rate on mort-
gages. Gordon Brown has
requested the cut is re-
flected in all variable mort-
gage products.

Homeowners with tracker
mortgages automatically
benefit from having mort-
gages linked to the base
rate. However those on
variable rate mortgages
may not experience the
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all set to benefit after
these financial institutions
promised to pass on the
rate cut. HSBC and Bar-
clays are reviewing

whether to pass on the [iL

rate cut.

The rate cut spelt bad
news for savers. Most

fixed rate products have g,
with-

now been either
drawn or the return has
significantly fallen.

The European Central
Bank also met this week
to discuss interest rates.
In a move that was not as
bold as the Bank of Eng-

moderate 0.5% to 3.25%.
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News from the Bank of England this
land’s, rates were cut a Weeksaw the base interest rate for

the United Kingdom cut by 1.5%

full rate cut. Standard vari-
able rate mortgage hold-
ers of Halifax Bank of
Scotland, Lloyds TSB,
Royal Bank of Scotland,
Abbey and Nationwide are

not as good. The leading
index, the FTSE 100,
ended Thursday down
255 points or 5.6% de-
spite a brief rally after the

More RBS Debt
and Shares

RBS isn't the only institution
struggling to raise capital.
Hedge funds are facing
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Following on from the Gov-
ernment’s 400 billion pound

Winners, Losers

bail out plan, the Royal ,
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Interest rates not cut but slashed
by Bank of England!

The BoE is seen to have taken de-
cisive action by not concentrating
on the level of rate cuts, but by de-
ciding on a level appropriate for the
times. With US rates at 1% and EU
rates at 3.75%, has the UK taken
the initiative again in world eco-
nomics?

Have a view, let us know
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Jobs Tumbling Amid Turmoil

With the US economy witnessing
unemployment rates at a 14-year
high, banks such as Goldman
Sachs and Citigroup are faced with
a weakening economy and mount-
ing potential losses.

Goldman Sachs, the leader on Wall
Street and the firm thought most
likely to survive the current financial
crisis, is cutting 10 per cent of its
workforce—or 3200 jobs. Analysts
suggest that the fact that Goldman
is cutting now, when it did not do so
earlier, is an indication that the firm
is becoming more pessimistic about
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the coming year.

Citigroup has been notifying staff that
the bank’s plans to discard 9,100 posi-
tion over the next 12 months—or 2.6
percent of its headcount.

These job cuts come on top of tens of
thousands of jobs already lost at Citi
and the rest of Wall Street. The outlook
for jobs on Wall Street is grim as Bar-
clays expects to eliminate 3000 as it
integrates the U.S. operations of Leh-
man Brothers and cuts of as much as
10,000 are expected when Merrill
Lynch is fully acquired by Bank of
America.
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A sensational attempt by two ex-bank
heads to take over the Halifax Bank
of Scotland (HBOS) board has been
rejected. Sir Peter Burt, former chief
executive of Bank of Scotland and Sir
George Mathewson, former boss of
Royal Bank of Scotland, want to
maintain the bank’s independence.

jejetel

The International Monetary Fund
(IMF) has revised its growth figures
for several of the world’s economies.
It is now estimating that the devel-
oped economies as a whole will con-
tract by 0.3% in 2009. Other predic-
tions include a contraction of 1.3% in
the UK, 0.8% in Germany, and 0.7%
in the US. However with the help of
emerging powerhouses such as
China, India and Russia, the world
economy is estimated to grow by
2.2%.
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The US Treasury has announced
plans to sell bonds to finance the
$700 billion bank bailout scheme. By
the end of 2008 they expect to raise
$550 billion. This week a $55 billion
debt issue will take place. $30 billion
of this will be through Treasury bonds
maturing in 10-30 years. $25 billion
will be raised through a new bond
type with three year maturities.
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Christmas parties across many top
tier financial institutions have been
cancelled after the volatility in finan-
cial markets.
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The IMF has approved a loan to
Ukraine. The Eastern European na-
tion has been hurt by a fall in demand
for steel, its main export. The loan is
worth $16.4 billion. The IMF antici-
pates that the Ukrainian economy will
shrink by 3% next year.
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Official figures from the US show that
the official rate of unemployment
stood at 6.5% in October, a 14 year
peak. 240,000 jobs were lost bringing
the number of those who have lost
their jobs to 1,2 million in 2008.
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A report by the Centre for Economics
and Business Research has argued
the Chancellor should cut VAT to
12.5% for a short period. This will aid
the economy through a recession.

o

Berkshire Hathaway, the insurance
company owned Warren Buffet, has
said that its third quarter net earnings
plunged 77%. The fall in profit was
attributed to a drop in insurance un-
derwriting profits, and heavy losses
on the value of investments.
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France’s largest bank, BNP Paribas,
saw third quarter profits fall by 56%.
The collapse of Lehman Brothers and
the nationalisation of the Icelandic
banking sector meant loan loss provi-
sions increased from €462 million to
€1.99 billion.

Sources: www.theft.com, www.reuters.com, www.economist.com, www.timesonline.com, www.bbc.co.uk, www.yahoofinance.com, www.bloomberg.com



