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BRUSSELS/FRANKFURT: A consensus is forming
at the European Central Bank to take the interest
rate it charges banks to park money deeper into
negative territory in December, four governing
council members said, a move that could weaken
the euro and push up inflation. Some argue that a
deposit rate cut should even be larger than the
0.1 percent reduction currently expected in finan-
cial markets, the policymakers said.

They are keen to exhaust the conventional
and more direct monetary policy tool as they
also consider amending the 60-billion-euro asset
purchase program, a far more contentious issue
that they have yet to agree on. The ECB last
month raised the prospect of more monetary
easing at its Dec. 3 meeting to combat ultra-low
inflation, which is at risk of undershooting the
target of nearly 2 percent as far ahead as 2017
due to low commodity prices and weak growth.

A rate cut aims to discourage banks from
parking money at the central bank and start
lending to generate growth. It can also weaken
the currency as cash leaves the euro area in
search of higher returns, boosting inflation as
imports become more expensive.

The ECB cut its deposit rate to -0.2 percent in
September 2014 and said it could not go any
lower. However, other central banks have cut fur-
ther, including the Swiss and Danish central
banks to -0.75 percent, showing that deeper cuts
are possible.

Three of the ECB policymakers said debate is
now about the size of the rate cut with some
arguing that a 0.1 percent reduction, already
priced in by markets, would have little impact.

Two policymakers said the bank should go for
a bolder move, in line with its recent tradition of
delivering policy moves in excess of expecta-
tions. “Let’s go for a big cut,” one Governing
Council member, who asked not to be named,
said. “There is no bottom to the deposit rate in
the near term, it could be lowered quite sharply

still,” he said. “There must be a bottom but it’s
further out.”

Two of the Governing Council members said
there was no doubt that the ECB would act in
December because inflation is still close to zero
while a third one said the deposit rate cut was
the least contentious proposal on the table.

Eonia forwards, a key indicator of market
expectations, suggest a 60 percent chance of a
10 basis points cut in December while analysts
see both a 10 basis point cut and an expansion
of the asset buys.

The ECB is working with around 20 different
action proposals, mostly relating to asset pur-
chases, and its committees are expected to nar-
row down the options in the weeks leading to
the December rate meeting after circulating
them among the euro areas 19 central banks, a
source familiar with the situation said. A simple
extension of the asset buying program would
have a limited impact and it is complicated to
add new assets to the plan as each asset class
has particular set of issues, one policymaker
said. Including corporate bonds could disrupt
the market, for equities the ECB’s share would be
too small for it to have a meaningful portfolio,
while including a wider range of public agencies’
debt raises tricky policy questions, he added.

Overnight deposits with the ECB have risen to
187 billion euros from just 28 billion a year ago, a
sign that the ECB is struggling to unblock the
lending channel.

BIG CUT?
Another Governing Council member also

argued for a bigger deposit rate cut, saying it
could go from -0.20 percent to -0.50 percent or
even -0.70 percent after the Danish and Swiss
examples.The rate setter said that “zero lower
bound”, a term meaning the bottom for interest
rates, either “no longer exists, or if it does it is
well below zero”. The risk in the cut is a squeeze

on margins in the banking sector, already under
pressure, and it is not clear that banks would
boost lending to avoid the punitive rate for park-
ing money with the central bank.

Another problem is that only relatively small
central banks tried deeply negative rates and the
potential side effects are not understood well
enough to properly model. Further complicating
the matter is the ECB’s earlier communication
that the deposit rate was at lower bound so a cut
would break the guidance putting some pres-
sure on the bank’s credibility.

GERMANY
One Governing Council member added that

while some policymakers argued at last month’s
rate meeting that easing would be pro-cyclical
given the economic recovery, ECB President
Mario Draghi countered the argument saying
that getting inflation back to the target was the
bank’s only goal and a boost to growth would be
a residual effect.

Although several Governing Council mem-
bers have been critical of further policy easing,
Germany’s Bundesbank, a big initial opponent of
quantitative easing, has been relatively quiet
since the last ECB meeting. One policymaker
said that Germany’s silence was due in part to its
recognition that its own growth momentum and
export markets were slowing.

“As you know we don’t target the exchange
rate and the Germans will never admit that a
cheaper exchange rate would suit them, but
that’s why they are silent,” the policymaker said.

Although the impact of putting the deposit
rate deeper into negative territory is not totally
clear, the ECB is likely to point to Denmark,
Sweden and Switzerland as “the canary in the
coalmine”, said one policymaker.

“It’s a nice image, except that we all know
what happens to the canary,” a non euro area
central banker said in response. — Reuters
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LONDON: British Chancellor of the Exchequer George Osborne (R) and British Justice
Secretary Michael Gove (C) are given a tour by Prison Governor Giles Mason around
the exercise yard outside “A” Wing of HMP Brixton in south London yesterday. — AFP

LONDON: British finance minister George
Osborne announced yesterday a wide-
ranging set of government spending cuts
as part of his ambitious plan to turn
Britain’s deficit into a surplus by 2020.

The transport, environment, local gov-
ernment and finance departments will
have their day-to-day budgets, excluding
capital expenditure, cut by an average of 8
percent each year for the next four years,
Osborne said. Osborne, considered the
frontrunner to succeed Prime Minister
David Cameron, is seeking to shore up his
credentials as someone who can deliver his
Conservative Party’s vision of a smaller
state after an embarrassing parliamentary
defeat on welfare cuts last month.

Britain’s economy has returned to
growth under Osborne, but his critics
accuse him of crimping its recovery with
spending cuts. They also point out he failed
to meet his original target to eliminate the
deficit by 2015.

In his speech yesterday, Osborne hit
back at those critics, adopting an unapolo-
getic stance over spending cuts. “If our
country doesn’t bring the deficit down, the
deficit could bring our country down,” he
said. “That’s why, for the economic security
of every family in Britain, the worst thing
we could do now as a country is lose our
nerve.” Britain’s deficit was 4.9 percent of
GDP in the 2014/15 financial year-still one
of the highest among advanced
economies.

“(Osborne’s) record to date is a disap-
pointing one of cutting investment to the
lowest of any developed economy, and the
slowest economic recovery on record,” said

the opposition Labour Party ’s finance
spokesman, John McDonnell.

The Treasury did not place a value on
the latest cuts, but the four departments
involved account for around 22.5 billion
pounds of the government’s 337 billion
day-to-day spending. They amount to a 30
percent spending reduction by 2020 and
come after five years of austerity that has
already seen some departmental budgets
cut by more than half.

The cuts will be confirmed in a Nov. 25
spending review, which the government
has said will set out a total of 20 billion
pounds of reductions in departmental
spending by 2020. Health, education and
defence are largely protected.

In July, Osborne said he was targeting a
10 billion-pound surplus in 2020 by cutting
20 bill ion pounds from departmental
budgets, saving 12 billion pounds on wel-
fare spending and recouping 5 billion by
reducing tax avoidance.

Osborne said yesterday that he was still
determined to deliver a surplus. But he
refused to confirm whether the next set of
independent budget forecasts, also due on
Nov. 25, would still predict the same 10 bil-
lion-pound figure. “It wouldn’t be right for
me to try and anticipate those numbers,” he
said. “A lot can happen over the coming
years, and these forecasts move around, so
that’s why I think you want a reasonably
comfortable margin in delivering the sur-
plus.” He said his Nov. 25 budget update
would include savings larger than were
previously estimated, by addressing “avoid-
ance, evasion and imbalances in our tax
system.” — Reuters
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PARIS: French Economy and Industry minister Emmanuel Macron gives a speech at the Economy ministry yesterday in Paris, to present his draft
law #NOE aiming at promoting the new economic opportunities, especially within the digital economy. — AFP 

NEW YORK: A few days after joining the board
of Atlantic Power, private equity veteran
Gilbert Palter said he got a flurry of calls from
the energy company’s top shareholders, who
wanted more than just to wish him well. “They
wanted to hear my perspective on the compa-
ny. And they wanted to bend my ear with their
own thoughts,” said Palter, co-founder of
EdgeStone Capital Partners in Toronto. He said
he’s mindful of not speaking for the company
but rather as a member of the board.

The rising power of activist shareholders
has added a new responsibility to the role of
board director at a publicly traded company:
investor relations. From JPMorgan Chase & Co
to Microsoft, and Johnson & Johnson to
Apache Corp., board directors across North
America have increasingly begun serving as a
bridge between institutional investors and
corporate management teams.

In the role, which barely existed at most
companies five years ago, board members
must be careful to avoid sharing inside infor-
mation or to interfere with a CEO’s own com-
munication with investors. Director engage-
ment with investors is an evolving trend,
though it’s developed to the point where
board members are now embarking on “cor-
porate governance road shows” in the
autumn, to gauge investors’ views and to
ensure their support at the annual meeting in
the spring.

“Most directors do not go out willy-nilly
and speak to shareholders,” said Wendy Lane,
who serves on the board of insurance compa-
ny Willis Group and investment research firm
MSCI Inc. “However, I have become friendly
with institutional investors, and when I see
them, I pick their brains about what they’re
thinking about in terms of the companies I
serve.” Director engagement is yet another
sign of how activist hedge funds, equipped
with more than $150 billion of spending pow-
er, have changed the dynamic inside executive
suites - a dynamic that is now intensely
focused on preparing against attacks by dissi-
dent shareholders.

The trend also underscores the increasing
value and complexity behind the role of board
director, which has evolved from attending a
few meetings per year to being a hands-on
ambassador, schooled in corporate gover-
nance issues, pay structures and shareholder
views.

Of the S&P 100, 65 companies disclosed
specific shareholder outreach initiatives in
their most recent proxy statements, compared
to 8 in 2010, according to executive compen-
sation data firm Equilar.

EXECUTIVE COMPENSATION
The disconnect between management

teams and investors was laid bare when com-
panies starting receiving poor scores regard-
ing executive compensation from mutual and
index funds after the 2008 financial crisis. That
was followed by a wave of activist campaigns
and proxy fights that overthrew boards and
re-jiggered balance sheets, thanks in large
part to support from big institutional

investors. JPMorgan’s lead independent direc-
tor, former ExxonMobil CEO Lee Raymond,
oversees the board’s shareholder engagement
initiative, which in 2014 included around 90
calls and meetings on governance and com-
pensation topics with shareholders represent-
ing around 40 percent of the company’s
shares, its proxy statement says.

Healthcare company Johnson & Johnson
barely passed its 2012 “say on pay” vote on
executive compensation. Shortly after, the
company’s compensation committee chair
was among those who went directly to share-
holders for feedback, proxy statements show.
Two years later, after changes were made, the
plan earned 96 percent shareholder support.

After failing its say on pay vote in 2013,
feedback from investors helped oil and gas
company Apache Corp. pass the test the next
year, also with 96 percent support, Apache
lead director Charles Pitman said in this year’s
proxy statement.

For Microsoft, one way the company con-
nects its board with investors is through video.
Dating back to 2009, the company has posted
an annual video interview with a member of
its board. In a May blog entry on the compa-
ny’s website, Microsoft’s deputy general coun-
sel, John Seethoff, spelled out the board’s
investor outreach policy and included a sea-
sonal flow chart which showed a specific plan
to have directors speak with shareholders in
the summer and fall.

“With the increase in shareholder activism,
one effect of this kind of director engagement
is the ability to get a feel for nascent share-
holder unhappiness,” said Richard Grossman, a
partner at Skadden, Arps. “Are they unhappy
with the direction of the company...or with
capital allocation? It’s a way for board mem-
bers to get direct and unfiltered views from
shareholders.” The threat of shareholder
activism, combined with a board’s increasing
accountability to investors, new pay regula-
tions and a host of other factors has added to
the complexity of the director role, said Equilar
director Dan Marcec.

That complexity has made the role more
specialized, more demanding, and, as a result,
higher paying, he said. The median annual
retainer for lead directors at S&P 500 compa-
nies rose 17.8 percent to $267,000 in 2014. For
all directors in the index, median pay rose 16.8
percent in the 2010-14 period to $233,600,
Equilar data show. The dialogue between a
board member and investor can be tricky, as
U.S. securities law restricts what a director can
share. As a result, investor relations officials are
careful to walk directors through formal train-
ing on what can be said.

“A lot of management teams are reluctant
to let management teams interface with
shareholders,” said Gordon Pridham, who cur-
rently serves on six boards, including waste
handling company Newalta Corp. “We would
never send a director out on their own, with-
out somebody from management participat-
ing in the exercise,” he said, speaking on a pan-
el last month at the Activist Investing in
Canada conference in Toronto. —Reuters
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AMAJUBA, South Africa: Cattle are the traditional
asset by which Nampie Motloung, a subsistence
black South African farmer, has long measured his
wealth. But a blistering drought has made them a
liability. “I have no choice but to sell some of my
cows. I must do it before they die,” Motloung, 62,
told Reuters as his 30-strong herd ambled in the
distance across the parched landscape.

“It pains me to do so. My cattle are my family’s
inheritance,” he said. The wealth of small-scale
farmers and the dreams of emerging black com-
mercial farmers are evaporating as South Africa’s
worst drought since the end of apartheid rule in
1994 scorches the land.

The state’s response could be politically crucial.
The ruling African National Congress (ANC) govern-
ment relies heavily on rural areas and local elec-
tions loom next year.

KwaZulu Natal province, an ANC stronghold
where Motloung resides and the Zulu heartland
where President Jacob Zuma hails from, is one of
the worst affected. It has already been declared a
disaster for water shortages, which will allow it to
access some of the 364 million rand ($26 million)
the National Treasury has allocated this financial
year for immediate disaster relief.

Driving through the rolling hills of the
province’s Amajuba district reveals a stark land-
scape, the green foliage of hardy thorn trees
unfolding over brown and withered fields.

Along one dusty road, a Reuters crew saw a
dying cow stuck in the hardening mud, its head
beneath the wire of a fence where it had tried to
get a last drink from a vanishing puddle.

SELL OR STARVE
After drought last year cut South Africa’s staple

maize crop by a third, a powerful El Nino weather
pattern - which typically heralds poor rains for the
region - is forecast to persist for most of the sum-
mer and perhaps extend into the autumn.

South African livestock farmers were urged by
the government last week to cut herd sizes as siz-
zling temperatures suck moisture from pastures,
leaving them without the grass or nutrients to
accommodate numbers that in some cases have
been built up for decades as a store of family
wealth.

Commercial agriculture is also affected, includ-
ing new black farmers who have benefited from a
government drive to redress the racial imbalances
of the past by buying white-owned farms for redis-
tribution to Africans.

Critics say many of the transferred farms have
failed as new-comers lack capital and skills. But
there have been success stories, notably in
KwaZulu Natal. Analysts say if some of them start
failing because of the drought it could erode the
ANC’s rural base.

“Some of the medium-sized farmers in KwaZulu
Natal have been a success story and so it would be
quite a blow to the party if they failed now even if
it doesn’t seem fair because it is weather-related,”
said political analyst Nic Borain. Talent Cele, an affa-
ble 27-year-old Zulu with a self-proclaimed passion

for working the land, is one of the new black farm-
ers who is desperate for rain. The almost 600-
hectare farm he manages - formerly white-owned,
being worked by a black cooperative - is bleeding
its cattle in a vicious cycle. “I have to sell cattle to
buy feed because we have been advised to reduce
the numbers. But feed is expensive and I also want
to plant maize to feed the cows but I cannot. It is
too dry,” he told Reuters.

Yellow maize, used mostly for animal feed, has
been hitting year highs above 3,000 rand a tonne,
according to Thomson Reuters’ data, because of
the weather.

Cele has been selling 25 cattle a month, bring-
ing his herd size to 225 from around 350. The aver-
age price for a good animal has also fallen to 6,000
rand from 10,000. —Reuters

ANC may pay as drought withers 
black S African farmers’ dreams

LONDON: Gold rose yesterday, snapping an
eight-day losing streak as the dollar edged
down, but still hovered near its lowest in three
months as surging US jobs data boosted expec-
tations of a US rate rise in December.

Spot gold was up 0.5 percent at $1,093.35 an
ounce by 1242 GMT, while US gold futures for
December delivery rose $5.00 to $1,192.60 an
ounce. US data on Friday showed employers out-
side the farming sector added 271,000 jobs in
October, the most in 10 months, and the jobless
rate fell to a 7-1/2-year low of 5 percent.
Economists had forecast nonfarm payrolls
increasing 180,000 and the unemployment rate
remaining at 5.1 percent.

As a result, investors increased bets that the
first US rate increase in nearly a decade will come
next month, sending non-interest-paying gold to
$1,084.90 an ounce on Friday, the lowest since
August. “This back and forth on expectation of
what the Fed will do is going to keep the market
busy in the short term at least,” Julius Baer ana-
lyst Carsten Menke said. “We really have to con-
centrate on whether growth is sound in the US
(but) we are not going to have an inflation prob-
lem, so from that perspective there is no invest-
ment case to be done for gold,” he added.

Following the jobs report, futures markets

were pricing in a 70 percent probability of a
December rate hike, up from 58 percent before
the data. “Further downwards pressure is expect-
ed on the precious complex in the lead up to the
December FOMC meeting,” MKS Group trader
Sam Laughlin said, referring to the Federal
Reserve’s Federal Open Market Committee.

With gold’s technical picture deteriorating,
analysts expect more declines. The next major
support level for gold is at a near six-year low,
according to ScotiaMocatta analysts.

Assets in SPDR Gold Trust, the top gold-
backed exchange-traded fund, fell 0.40 percent
to 669.09 tonnes on Friday, the lowest in nearly
three months, as investors exited bullion. Hedge
funds and money managers cut a bullish stance
in COMEX gold as they trimmed a silver net long
position from a record high in the week to Nov 3,
US Commodity Futures Trading Commission data
showed on Friday.

China likely added about 14 tonnes of gold to
its reserves in October, according to Reuters cal-
culations from central bank data on Saturday.
Among other precious metals, palladium fell 4
percent to $593.50 an ounce, its lowest in seven
weeks. Prices posted the biggest weekly fall since
September 2011 last week, hurt by sharp out-
flows from exchange-traded funds. —Reuters

Gold rises, still near 3-month low 


