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At yesterday’s monthly
meeting, the Bank of Eng-
land’s monetary policy
committee voted to main-
tain the official interest
rate at 0.5%. The commit-
tee decided not to extend
its quantitative easing pro-
gramme, whereby it has
purchased £200bn of as-
sets, mostly in gilts.

The decision was widely
expected following confir-
mation of an end to reces-
sion last year, with slight
growth in GDP in the last
quarter. This came cou-
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pled with the slow and
steady recovery in house
prices throughout the
year. However, the level
of growth, 0.1%, was far
below the general expec-
tations, leading some to
speculate the MPC would
continue quantitative eas-

ing.

In its statement, the Bank
said that although growth
is slow, there are signs
that consumer spending

has picked up modestly,
and the sharp decline in
business
eased.

investment has
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CPI inflation in Decem-
ber surged to well above
its 2% target and is likely
to have risen even fur-
ther in January. “The
considerable  stimulus
from the easing in mone-
tary policy, the lower
level of sterling and the
recovery in the UK ex-
port markets should to-
gether support domestic
activity,” said the Bank.
However, it asserted in-
tentions to revive quan-
titative easing if the an-
ticipated recovery runs
out of steam.

Interest Rates Still At Record Lows
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Greek sovereign debt

causes panic

Pound Sterling and the Euro
dropped today with inves-
tors showing concern over
the levels of debt in various
EU countries. Greece, Spain
and Portugal have struck
fear into the hearts of in-
vestors.

The Euro sank to an 8-
month low of under
USD1.38/Euro, and Sterling
sank 0.85% against the dol-
lar. Greece’s expanding
debt problem has long been
a problem, and many pre-
dicted problems when it
entered the Eurozone in
2001. Then, its public debt
reached over 100% of GDP.
Last month saw the yield on
ten-year Greek government
bonds jump to 7.1% - the
highest since the country
joined the Eurozone. How-
ever, Greece is not the only

Derek Weigel

EU member coming under
heavy fire for its debt is-
sues.

Portugal and Spain have
both felt the heat from in-
vestors and Euro politicians
alike to deal with their re-
spective debt problems.
Blue-chip stock indexes in
Spain and Portugal slumped
by nearly 6% and 5% respec-
tively.

Med countries were able to
take advantage of EU mem-
bership by borrowing at low
rates during boom times,
however now struggling to
repay the debt. Officials
are worried about the
spread of problems to lar-
ger countries such as Spain
and Italy, that would be a
lot more costly than Greece
or Portugal to bailout.
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Doubt cast

Terra Firma, the British private eq-
uity firm is reportedly considering
asking investors for up to a further
£120 million to invest in troubled
record label, EMI, that it has a major
stake in so as to avoid default on its
debt in the coming year.

EMI, label of the likes of Queen, the
Beetles and Kylie Minogue, told
Terra Firma it may need the sum to
stay compliant with its debt cove-
nants through March 2011. If EMI
does not comply, Terra Firma risks
losing its equity stake in the label,
held through an investment vehicle,
Maltby Capital.

It is claimed that in a letter to inves-
tors, Terra Firm announced that it’s
considering EMI’s request, as long as
a new business plan is submitted to
them by the end of the month. Guy
Hands, head of Terra Firma has been
fighting to maintain control of EMI,

in Survival of EMI
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which, at the height of the equity
boom in May 2007, it paid £4 billion
for. The firm has been battling with
its main lender on the
deal, Citigroup.

Late last year, Terra Firma sued Citi-
group, claiming that Citi falsely
stated that a rival private equity firm
would ‘win’ the deal if it didn’t sub-
mit a bid and therefore were tricked
into doing the deal. They also argue
that Citigroup was trying, improperly,
to undermine its control of EMI in an
attempt to force a sale. Citigroup,
however, denies these allegations.

Citigroup has successfully moved the
lawsuit, filed in the New York state
court, to federal district court and is
now petitioning that it is dismissed
and legal action be moved to the
UK—something Mr Hand’s will not
want being a non-resident of the UK
in protest at recent tax hikes.

Strictly Bites
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Bank of America has become the first
major financial institution to be prose-
cuted for its role in the recent credit
crisis. The firm and two of its senior ex-
ecutives duped shareholders about
mounting losses at Merrill Lynch and ma-
nipulated Washington into handing over
$20bn in TARP Funds to help finance the
2008 merger.
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Jamie Dimon, JP Morgan Chase’s chief
exec reignited the banker bonus debate
on Thursday, by exercising $10mn in
share options just days before he is set
to be granted his ’09 pay package—
expected at between $10—$15mn. Gold-
man Sach’s CEO Lloyd Blankfein is be-
lieved to be in line for a $20bn package—
setting the tone for Wall Street CEO’s
remuneration.
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The US Mortgage Market is braced for an
increase in rates in the coming month as
the Federal Reserve ends its gigantic
$1250bn buying programme, part of a
monetary policy move to reduce mort-
gage rates for the average homeowner.

‘the opinions expressed in this newsletter are those of the authors, and not those of Cass Business School or its staff'
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The European Central Bank held rates at
1% for the ninth month in a row - inline
with the BoE decision and analyst fore-
casts. Member countries economies re-
mained fragile and there was continued
worry over sovereign debt issues of Medi-
terranean countries.
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ICAP, the world’s largest inter-dealer
broker warned uncertainty in financial
services regulation had hurt trading vol-
umes since the beginning of the vyear,
causing its shares to slump a fifth on its
close price yesterday.
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State Street reached a $313mn settle-
ment with US regulators over allegations
it misled investors about their exposure
to the sub prime mortgage market. The
Securities and Exchange Commission had
accused the Boston based bank, it had
informed some investors with better in-
formation than others. This led to a ‘fire’
sale of some investors assets causing the
fund as a whole, to plunge in value.
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