The Bank of England’s
Monetary Policy Commit-
tee (MPC) last week
slashed rates for the sec-
ond consecutive month.
The latest decrease sees
the key rate fall by 100
basis points to 2%, the
lowest level for 50 years.

The expectation amongst
analysts was that rates
would fall so the move did
not come as a surprise
especially in comparison
to the 150 basis point cut
enforced by the central
bank in November. The
bank rate is now 3% lower
than in September, high-
lighting the speed at
which the Bank of Eng-
land has reacted to ad-
verse economic condi-

tions recently. The MPC
had come under criticism
for

not acting quickly

enough when the signs of
an economic downturn
were clear.

The decision by the MPC
is aimed to kick start lend-
ing in the inter-bank, busi-
ness and consumer mar-
kets. Mortgage lenders
have reacted differently to
the rate cut. HSBC and
Lloyds TSB will pass on
the full cut to standard
variable rate mortgage
holders. Nationwide, the
biggest building society in
the UK, will pass on a cut
of 0.69% while Halifax
Bank of Scotland (HBOS)
will pass only 0.25%.
Other banks have yet to
announce their actions or
will not pass on the bene-
fits to the customer.

Meanwhile, the European
Central Bank has cut rates
by 75 basis points to 2.5%
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Bank Rate at Record Low

BANK OF ENGLAND'S BASE RATE

the biggest since the crea-
tion of the euro. Other
central banks around the
globe to cut rates include
the Danish and Swedish
central banks. The two
oceanic nations, Australia
and New Zealand, saw
rates cut by 100 and 150
basis points respectively.

The great fear amongst
analysts is depreciation in
the value of the pound.
The low base rate means
that yields across UK se-
curities will fall and so the
demand and value of the
pound decreases. This
week the pound fell to its
lowest rate against the
euro ever, falling to
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Taken from the Bank of England
website, the graph demonstrates the
recent severity of the base rate.
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to be De-Listed

Whilst being highly lever-
aged was fashionable for
firms a year ago, analyst’s
recommendations now have
one piece of advice— avoid
leveraged companies at all

costs.

Unfortunately,

this advice

came too late for New Star

Asset Management,

forced
debt for equity swap.

The company took

who
will be delisting from the
stock exchange after being
into a £240million

on
£300m of debt in April 2007

Plagued by money outflows,
New Star is said to have
reached an agreement with
its banking syndicate to en-
able the company to re-
structure and thus concen-
trate on their
performance

capital.

investment
rather than

Even though the cost of re-
structuring cannot be
nored, the Chairman John
Duffield has said that “...in

ig-

current market conditions ..
there is no other option but

(with shares valued above

£4 per common

its shareholders.

However, servicing

fell to 1.8p.

equity
share) in order to finance a
return of capital (£363mn) to

that
amount of debt necessitated
that everything go according
to plan. When the stock
market plunged, New Star’s
shares fell through the floor

to ensure the stability of the
business.”

New Star Asset Manage-
ment’s economist,
Ward has warned that the
UK economic downturn can

Simon

be expected to continue

throughout next year, recov-
ering only in 2010. His pre-
dictions are more pessimis-
tic and in contrast to the
Bank of England who ex-
pect recovery in the third
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Which economy will bear brunt
of the World recession?

The financial crisis has been un-
ravelling quickly towards the end of
2008 as economies around the
world implement strategies to
tackle the global issue. Each coun-
try will be affected differently but
which economies will suffer the
greatest impact and plunge to the
longest deepest recession?

Have a view, let us know
www.strictlyBIF.com - Blog

Any queries, comments or requests?
Please contact us at:

mail@strictlyBIF.com

Merrill All-Clear for Merger

Friday saw Merrill Lynch sharehold-
ers vote in favour of the Bank of
America take over. The all-stock
transaction, expected to close by
December 31, will bring about the
end of a legendary firm.

Chief Executive, John Thain admit-
ted the situation was difficult, but
that the benefits for staff and share-
holders could not be ignored, and
the new global footprint would allow
great opportunities. However, de-
scendents of Merrill Lynch’s foun-
ders described the event as “a fu-
neral” openly blaming the firm’s pre-
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vious CEo, Stan O’Neal- “Shame on
them for allowing this former CEO to
consciously and openly disparage
Mother Merrill, throw our founding prin-
ciples down a flight of stairs and tear
out the soul of the firm.”

Neither Mr. O’Neal nor any of the out-
side board of directors attended the
meeting.

EU competition authorities cleared the
acquisition last Friday but this was
viewed as a formality as the deal did
not arouse suspicions of harming com-
petition. The US Federal Reserve
cleared the deal last month.
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8 Canada Square, more commonly
known as the HSBC headquarters,
has been repurchased by the British
banking giant from Metrovacesa, the
Spanish property developer. After
originally selling for £1.09 billion,
HSBC has bought back at £838 mil-
lion thus recognising a profit in ex-
cess of £200 million.

axa

HSBC has taken the first move to free
up credit markets as it announced it
will make £1 billion accessible to
businesses. The bank said the
money is earmarked for businesses
who are struggling with cash flow for
the short term but who also have a
strong business model.

jejetel

After the completion of its takeover of
Halifax Bank of Scotland, Lloyds TSB
has said it will retain both the Halifax
and Bank of Scotland brands. The
combined group has 3000 branches
across the UK, which is expected to
decrease as the operations of the two
banks are fused.
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France has announced a €26 billion
stimulus plan to help avert the finan-
cial crisis. This amounts to a €1 bil-
lion loan for carmakers as well as €5
billion worth of investment in the pub-
lic sector. There will also be €11.5
billion worth of tax breaks to compa-
nies. The spending takes the budget
deficit to 3.9% of GDP which is above
the 3% allowed by the EU.

'the opinions expressed in this newsletter are those of the authors, and not those of Cass Business School or its staff'

There are still many savers from Ice-
save, part of the collapsed Lands-
banki, who have not yet claimed their
savings. The Financial Services
Compensation Scheme said there
are still 24,000 savers yet to use the
online application to transfer their
money. If they fail to do this by the
end of 2008 they must apply on paper
which will take at least a further six
weeks to process.
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Oil prices are down again this week.
Brent crude closed Friday at $39.86
in London, while in New York prices
were slightly higher at $41.74 a bar-
rel. The figures are a four year low for
the oil price. Some Merrill Lynch ana-
lysts believe that the price has scope
to fall below $25 if China’s economy
exhibits any further signs of slowing
down.
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The number of jobless people soared
in November in the US. 533,000 peo-
ple lost their jobs the biggest cut in
jobs in a month since 1974. This
brought the total unemployment rate
to 6.7%of the national population, a
15 year high.

jegetel

According to a survey by the Halifax,
house prices fell by 2.6% in Novem-
ber alone taking the annualised fall in
prices to 14.9% from this time a year
ago. The average house price in the
UK is now a much more affordable
£163,605.

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



