US Bailout and Public Fury

Top bank chief executives
held peace talks with
President Barack Obama
at the White House last
week as the administra-
tion sought to soothe ten-
sions over lavish Wall
Street bonus payments.
The meeting came at the
end of a week in which
Mr. Obama pushed back
against efforts by Con-
gress to impose hefty tax
penalties on bonuses and
warned people not to
“‘demonise” investors and
entrepreneurs.

Mr. Obama initially ech-
oed and even encouraged
public anger towards Wall
Street after revelations
earlier this month that AIG
had used taxpayer money
to pay $165m of bonuses
to top employees. How-
ever he took back his
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rhetoric this week amid
mounting concern that
anti-Wall Street sentiment
could undermine his ad-
ministration’s efforts to
shore up the financial sec-
tor.

Tim Geithner, Treasury
secretary, asked for sup-
port from investors for his
plan, announced on Mon-
day last week, for a public
-private partnership to buy
up the toxic assets weigh-
ing down bank balance
sheets. The administration
has also been rattled by
signs that healthier banks
could withdraw early from
the Troubled Asset Relief
Programme because of
heavy-handed govern-
ment intervention, a move
that would make it harder
for the administration to
kick-start lending.

Weekly Winners, Losers

Company Price Change
173.8p 65.6%
ey $24.35 20.31%
hs $108.08 11.06%
26.6p 10.83%
402.5p 8.49%
$27.40 -0.41%
rica $7.34 -4.86%
$2.62 -16.29%

Despite these efforts the
mood has turned sour.
Public dislike of the bank-
ing industry, blamed by
many for provoking the
worst global economic
crisis since the 1930s, is
reaching a new intensity
in the US, Britain and con-
tinental Europe. Some
AlG employees received
death threats. In the UK,
the home of Sir Fred |
Goodwin was attacked
and London is braced for
anti-capitalist demonstra-
tions this week during the
G20 summit.

Gilt Auction
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Timothy Geithner kicked off the
Obama administration plans to clean
up the US’s toxic assets.
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Failure one-off

For only the third time in
UK bond offering history,

not enough investors
turned up to the UK’s gilt
auction. The last such

event was seven years
ago.

It could be a problem for a
government who are look-
ing to raise record sums to
fund a massive stimulus
package, as well as a
number of bailouts. A trend
of offering failures would
be a big problem for the
Debt Management Office
(DMO) who are the gov-
ernment department han-
dling sovereign debt in the
UK.

The Bank of England could
be forced to push up inter-
est rates in an attempt to
improve bond yields which
may make them more at-
tractive for investors.

Robert Stheeman of the
DMO stated to the FT on
Thursday that “one auction
failure is not a disaster for
the bond markets or the
economy - it only becomes
a problem if a trend ap-
pears”.

Analysts offer some con-
solation to the government
with many believing the
failure was a one off. Mer-
vyn King’s comments on
Tuesday were seen as a
contributing factor.

Mr King stated the govern-
ment should refrain from
another stimulus package
in the Budget due in April.
His comments also coin-
cided with the CPI indicat-
ing a jump in inflation. With
gilts being 40 to 50 year
maturities, an increase in
inflation  would virtually
wipe out any profits from
the bond yields.



G-20

k sees finance ministers
al bankers of the twenty
onomies converge on the
tre in London. The ulti-
is to come up with a solu-
e global economic crisis
ber of proposals will be
. This group of nations is
the G-20.

of the G-20 include the
Germany, France, ltaly,
the EU, the BRIC’s and
Such is the seriousness
2eting that the leaders of
ons will be in London. In
0 these nations, global
luding the World Bank,
al Monetary Fund and
lopment Committee will
sented. Overall this elite
ounts for two thirds of the
pulation and over 80% of
gross domestic product.
ent is without a member
S a diverse and economi-
erful group.

) was created in 1999,
2ld its first meeting in Ber-
any. It replaced the G-33,
forward the plan of hold-
r meetings to ensure that
blems are tackled in unity
eptibility to crises is re-
e G-20 promotes equality
ts members. There is no
cture and each country
say. The choice of mem-
made on the basis of
yrtance in global financial
geographical balance and
representation.

US toxic asset plan

Will Geithner’s latest plan to re-
move toxic assets from the finan-
cial system really work? The funda-
mentals are there, they need to be
removed to avoid sustained stag-
nant economic problems like Japan
but will the US tax payer have to
take the losses on the extremely
hard to value assets no-one
wants?
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MUFG/MS Japan

Mitsubishi UFJ Financial Group
(MUFG) and Morgan Stanley have
announced a merger of their Japa-
nese brokerage arms. The result of
this merger has created Japans
third largest brokerage house.

MUFG will hold a majority 60% hold-
ing in the venture which should be
finalised by March 2010. The deal
will see a chief executive named
from MUFG and chaired by a senior
Morgan Stanley employee. The
combined group has not yet been
named, however benefits are appar-
ent for both parties. MUFG can take
advantage of Morgan Stanley’s in-
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vestment banking expertise and global
scale. MUFG can offer a massive
Japanese client base.

It should be noted that according to
Thomson Reuters data, MUFG and
Morgan Stanley would have ranked
first in advising on M&A’s in Japan last
year, outperforming Nomura. However,
Nomura will remain hard to beat in eg-
uity underwriting where it has ranked
first for the past 6 years.

The tie up comes as Citigroup plans to
sell its brokerage arm, Nikko Cordial
Securities. MUFG has been touted as
a potential buyer.
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Mervyn King, Governor of the Bank of
England, has been forced to write
another letter to Chancellor Alaistair
Darling explaining why the Consumer
Price Index has once again risen un-
expectedly to 3.2%, up from 3% in
January. Reasons include the weak-
ening of the pound, the relative in-
crease in price of imports, travel
costs and food prices. Food prices
have risen significantly with vegeta-
bles being the biggest culprit.
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The Serious Fraud Office (SFO) has
raided a number of central London
addresses in connection with an in-
vestigation of an alleged fraud perpe-
trated on Allied Irish Bank estimated
at £56 million. It was said to involve
loans provided by the lIrish bank for
the purchase of UK investment prop-
erties where the lease documentation
had been falsified by a blue chip
company whose name is yet to be
disclosed.
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The final quarter of 2008 saw the Irish
gross domestic product shrink by a
record 7.5 per cent, compared with
the same period in 2007. Investment
fell 31 per cent, triggered off by a 25
per cent decline in building activity.
Consumer spending was also down 4
per cent whilst exports fell 8.4 per
cent. The Irish central bank is cur-
rently forecasting the economy to
contract by 6 per cent in the remain-
der of this year.
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The US economy contracted by 6.3%
in the fourth quarter of 2008 at what
is said to be its fastest rate since
1982. Corporate profits also fell at the
sharpest pace in 55 years and job-
less claims continued to increase.
The downturn was blunted by re-
duced imports, an increase in ex-
ported goods and the role of govern-
ment spending.
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Treasury bill yields with one month
maturity in the US have fallen below
zero for the first time in 2009. The
yield ranged between -0.01% and -
0.02%. This is a clear indication of
how risk averse investors have be-
come. Analysts have identified a key
reason for the fall as being the end of
the first quarter.
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Oil prices have fallen sharply this
week as the commodity market con-
tinues to find stability. The slow na-
ture of the economic upturn is said to
be a strong factor in the fluctuations
in prices. Gas prices also fell with
falls reported at 12.8% this week.
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Romania is currently the latest East-
ern European country set to receive
financial support, a total of €20 billion.
The IMF will lend €12.95 billion and
the remaining support will be pro-
vided by the European Union, World
Bank and multilateral institutions.

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



