
By Alistair MacDonald

If it wins the election next
year, the U.K.’s opposition
Conservative Party would
seek to tackle the country’s
large, unfunded public-pen-
sion liabilities and doesn’t
“feel bound” by the agree-
ments made between the La-
bour government and unions
to protect these pensions,
Shadow Chancellor, George
Osborne, said in an interview
Monday. At the same time,
Mr. Osborne said it will likely
be “some years” before the
U.K. can realize any windfall
from selling its stake in bailed-
out banks such as Royal Bank
of Scotland Group PLC and
Lloyds Banking Group PLC.

Mr. Osborne said that defi-
cit reduction is at the top of
the Tories’ list, should it pre-
vail in a general election that

must be held by June. “I re-
gard it as an absolute and ur-
gent priority of any new gov-
ernment that we set out a

credible plan to deal with the
deficit, and I don’t think that
credible plan exists at the mo-
ment,” he said. The man who
would be Treasury chief if the
party wins an election says
the bulk of savings will come
through reducing govern-
ment spending.

The party is in the process
of going through individual
government departments to
see where savings can come
from. Still, Mr. Osborne says
that he “has not ruled out tax
increases.”

Mr. Osborne also said he
would reorganize the Trea-
sury, narrowing its remit, and
could support any interna-
tional push to make banks
pay an insurance levy that
would create a fund to help
troubled banks. (See inter-
view on page 14.)

The beautiful game of football
is turning into a numbers game
SPORTS 36

Italy’s Silvio Berlusconi attends the Food and Agriculture Organization Food Security Summit in Rome.
Meantime in Milan, the prime minister’s trial on a tax-fraud charge reopened Monday.
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General Electric pursues
pot of U.S. stimulus gold
THE BIG READ 18-19

By Luca Di Leo

The U.S. economy will con-
tinue to grow in 2010, and
the underlying strength of
the world’s largest economy
will help ensure the dollar
stays firm, Federal Reserve
Chairman Ben Bernanke said
Monday.

In a rare move, the Fed
chairman spoke about the dol-
lar, which has fallen in value
recently as financial markets
have improved and investors
no longer sought the safety of
dollar assets.

“Our commitment to our
dual objectives [of maximum
employment and price stabil-
ity], together with the under-
lying strengths of the U.S.
economy, will help ensure
that the dollar is strong and a
source of global financial sta-
bility,” Mr. Bernanke told the
Economic Club of New York.

Mr. Bernanke said the cen-
tral bank would keep a close
eye on the dollar’s recent slide,
but at the same time reiter-
ated that the key federal-funds
target rate is expected to re-
main at record lows for some
time amid the fragile recovery.

To lift the dollar’s value,
the Fed would need to raise
rates, thereby increasing the

return investors get on dollar
assets. However, that could
hurt the economy’s recovery,
which Mr. Bernanke cau-
tioned was threatened by
weakness in the labor market
and tight bank lending.

“I expect moderate eco-
nomic growth to continue
next year. Final demand
shows signs of strengthen-
ing, supported by the broad
improvement in financial con-
ditions,” Mr. Bernanke said.

Giving his first official
speech since the Fed voted
Nov. 4 to hold interest rates
at a record low in a range
from zero to 0.25%, Mr. Ber-
nanke said jobs are likely to re-
main scarce and inflation low
for some time.

The central bank said it ex-
pects to keep rates close to
zero for an “extended period”
in the face of high unemploy-
ment and low inflation.

For the first time, the Fed’s
rate-setting committee ear-
lier this month spelled out the
three key indicators it would
be looking at to set rates: un-
employment, core inflation
and inflation expectations.

“Both the decline in jobs
and the increase in the unem-
ployment rate have been

more severe than in any other
recession since World War
II,” Mr. Bernanke said.

The U.S. economy is slowly
recovering from its worst re-
cession since the Great De-
pression. Although the econ-
omy expanded in the third
quarter for the first time in
more than a year, the recovery
remains fragile, with unem-
ployment at a 26-year high of
10.2% in October.

Data released Monday
showed some signs of eco-
nomic improvement. U.S. retail
sales increased 1.4% in October
on stronger demand for cars.
Sales of autos and parts re-
bounded 7.4% in October, after
a September drop of 14.3% as a
result of the expiration of the
government “cash for clunk-
ers” incentive program.

But September sales were
revised down, to a 2.3% de-
crease from a previously esti-
mated 1.5% fall. And aside
from automobiles in October,
sales rose just 0.2%. It was the
third increase in a row, yet
smaller than the 0.4% climb
predicted by economists.

Another report said U.S.
business inventories in Sep-
tember fell 0.4%, less than the
0.8% drop expected.
 —Jeff Bater

contributed to this article.

George Osborne says he “has
not ruled out tax increases.”
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Bernanke moves
to defend dollar
Fed chief says strength of U.S. economy will aid currency

Osborne targets pensions

Addressing a cause overshadows a court date
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J.P. Morgan plugs a hole
Why is J.P. Morgan Chase

forking out such a big price
for the remaining 50% of Ca-
zenove, its U.K. joint venture,
when there are no other buy-
ers? The U.S. investment bank
is finalizing a deal that values
the stake at nearly £1 billion
($1.67 billion), according to a
person familiar with the mat-
ter. At about 500 pence
($8.35) a share, that is almost
double the most recent quoted
share price and far more than
J.P. Morgan likely would have
had to pay under the formula
agreed to five years ago when
the joint venture was set up.
The snag is that J.P. Morgan
needs Cazenove more than
Cazenove needs J.P. Morgan.

Cazenove’s partners will
welcome this early Christmas
present. The old formula val-
ued the 190-year-old stockbro-
ker relative to a basket of in-
vestment banks, some of
which have disappeared and
others that now trade at de-

pressed multiples of less than
nine times 2009 earnings. But
J.P. Morgan has generously
widened the basket to include
boutiques such as Greenhill
and Evercore, unlisted five
years ago, which trade at far
higher multiples.

That certainly changes the

picture. Cazenove made about
£100 million of after-tax profit
in 2008, based on regulatory
filings, so J.P. Morgan is valu-
ing the business at 20 times
historic earnings. True, the
multiple looks less egregious
on about 12 times current-
year earnings. Profits are up

as much as 70% thanks to re-
cord levels of U.K. capital rais-
ing. Cazenove has advised on
£19 billion of deals. But that
achievement is unlikely to be
repeated anytime soon.

The £1 billion price tag is
small change for J.P. Morgan,
and worth paying to fully inte-
grate Cazenove. The U.S.
bank’s recent climb to the top
of European investment bank-
ing league tables largely re-
flects Cazenove’s strength in
the U.K. and J.P. Morgan’s
willingness to deploy its bal-
ance sheet to win business
during the crisis while rivals
held back.

In reality, though, J.P. Mor-
gan’s European franchise re-
mains weak, something that
the purchase of Cazenove ad-
dresses.

Perhaps, J.P. Morgan val-
ues Cazenove so highly, be-
cause it realizes its own oper-
ations are worth so little.

—Simon Nixon

Blame it on Rio

A new U.S.-China trade: pointed niceties

Has Brazil’s carnival atmo-
sphere gone to Vivendi’s
head?

The French media con-
glomerate has put restraint
aside in outbidding Telefónica
for Brazilian broadband oper-
ator GVT. It is paying about
56 reais ($32.54) a share, 12%
more than its rival’s final offer
and a third more than Vivendi
originally proposed. The deal
values GVT at €2.8 billion
($4.18 billion). Vivendi’s stock
fell 2.6% Monday, taking its
declines for the year to 17%.

Vivendi has tended to walk
away from deals in recent
years rather than overpay. But
in valuing GVT at nine times
its 2010 enterprise/earnings
before interest, taxes, depreci-
ation and amortization multi-
ple and 29 times its price/
earnings ratio, Vivendi is pay-
ing a full price. Other Latin
American telecom groups
trade at EV/Ebitda multiples
of no more than six.

There are no synergies to
extract because Vivendi is a
newcomer to Brazil. GVT has
years of heavy capital spend-

ing ahead of it and is unlikely
to generate free cash flow be-
fore 2013, according to San-
ford C. Bernstein.

Brazil is one of the world’s
fastest-expanding big econo-
mies with a burgeoning mid-
dle class. Broadband penetra-
tion of households with
fixed-line telephones is only
24% and could easily rise to
75%. GVT is about to expand
into the São Paulo region,
which alone has a population
of 40 million. The area is
dominated by Telefónica unit
Telesp, recently penalized by
the regulator for the shoddy
quality of its services, so GVT
could win market share.

But the history of alterna-
tive telecom companies isn’t
encouraging. Carphone Ware-
house Group in the U.K. and
Iliad in France are among a
handful to have survived in
Europe. Upstarts have battled
to sustain the capital spending
required to gain and keep
market share, amid relentless
downward pressure on prices,
surely a factor behind GVT’s
founders’ decision to sell.

Another complication for
Vivendi is the risk of subscrib-
ers ditching fixed lines for
mobile broadband. GVT is ab-
sent from Brazil’s developed
mobile-telephone market,
which has 87% penetration
compared with 22% for fixed
lines. Vivendi is at risk of be-
ing sucked into heavier invest-
ment to protect GVT’s market
share and branch out into mo-
bile services and pay TV. If so,
buying GVT might prove an
undisciplined act by a man-
agement team struggling to
show there is more to Vivendi
than a disparate collection of
media assets.

—Matthew Curtin

Welcome to China, Mr.
President. By the way, why is
your country becoming so
protectionist?

This is the message greet-
ing President Barack Obama
as he and members of his ad-
ministration head off for talks
in Beijing with top Chinese
leaders.

In unusually blunt com-
ments, a Chinese Ministry of
Commerce spokesman accused
the U.S. of showing a hitherto
unseen “protectionist side,”
adding that China hoped the

U.S. wasn’t abandoning free-
trade principles.

The irony of China lectur-
ing the U.S. on free trade,
while large parts of the Chi-
nese economy remain re-
stricted to foreign trade and
investment, should be left
aside for now. Rather, the
question concerning many is
whether such rhetoric shows
there is a real danger of an
imminent breakdown in Si-
no-U.S. trade relations.

Such concerns still look
overblown. But the high tide

of issues between the two
countries hasn’t passed yet.

Certainly Gary Locke, the
U.S. commerce secretary, is
keen to put things in perspec-
tive. Disputes between China
and the U.S., he said, are a
good sign of a maturing,
rules-based trade relationship.
With antidumping petitions
against China this year repre-
senting just 1.3% of the value
of its exports to the U.S., any
problems are relatively small.

This is a fair point. But
given that antidumping cases

take some time to put to-
gether, 12 months of evidence
needs to be gathered first,
there is potential for more
complaints against China to
emerge in the coming year.

That is something Beijing
is aware of. It also knows U.S.
unemployment is at unusually
high levels, and that Mr.
Obama owes much to his
union supporters.

The real test of the trade
relationship will come after
the Obama team is safely back
in Washington.
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The Cazenove Group offices
in London Source: Thomson Reuters
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