The Word from Hansard

Global - More than USD1.1tn was wiped from the value of global stocks on Tuesday amid growing expectations that the EUR110bn (USD143bn) rescue package for Greece will need to be extended to Spain and Portugal. Stock declines accelerated after Spanish Prime Minister Jose Luis Rodriguez Zapatero called the speculation "complete madness."

"Investors have clearly shifted their focus from strengthening corporate earnings and an improving macroeconomic backdrop to the problem of sovereign debt," said Nader Naeimi, a strategist at AMP Capital Investors Ltd.

Asia - Asia's government bonds may be poised to benefit from low debt levels and expanding economies, in contrast to developed nations whose weaknesses have been exposed by the Greek debt crisis, according to Standard & Poor's. "Investor interest in Asia will probably rebound and strengthen," William Hess, director of sovereign ratings for Asia said. "The direct contagion risks seem to be quite low."/p> 

Asia is outstripping other regions for the first time in contributing to the global recovery, according to the International Monetary Fund. Nations including China, Indonesia, South Korea and India have also helped the region amass record foreign-exchange reserves, a legacy of the 1997-98 Asian crisis that spurred a focus on securing stable currencies.

China - China is likely to reverse policies cracking down on the property market because they will put the nation's 8percent economic growth target for this year at risk, according to Macquarie Securities Ltd. "Ironically, it is the very effectiveness of the property market measures that undermine their credibility," Hong Kong- based economist Paul Cavey said. Measures could be reversed in the fourth quarter, when the government has evidence that the market has cooled, Cavey said.

The government's tools have included a ban on loans for third-home purchases and higher mortgage rates and down-payment requirements for second-home purchases. The central bank has also raised banks' reserve requirements, pulling money out of the financial system.

Brazil - Brazilian traders are betting for the first time that the central bank will raise the benchmark lending rate by 1 percentage point next month after last week's increase failed to tame rising inflation expectations. "The front end of the curve has just blown out," said Ram Bala Chandran, a Latin America currency and rates analyst at Citigroup Inc. "The momentum is so strong that it's hard to step in front of it. As long as inflation is on the rise, the central bank has to go after it."

UK - The U.K. pound is strengthening against its most active counterparts and gilts are rebounding as polls show David Cameron's Conservative Party may come closest to winning Thursday's election. The pound has risen 3.2percent against the Group of 10 currencies from this year's low on March 10, after falling 7.4percent in the previous six weeks.

Traders are betting that whichever party forms a government after the May 6 vote, it will have to deliver a plan to reduce the record budget deficit. S&P and Moody's Investors Service signalled they may remove Britain's AAA grade depending on the new government's measures.

Eastern Europe - The Polish and Slovak economies will grow at the European Union's fastest pace this year, driven by export growth and investment, the European Commission said on Wednesday, raising its November forecasts. Poland and Slovakia will expand 2.7percent, compared with a 1percent average for the 27-member EU as a whole, the Commission said on Tuesday. The Czech Republic will grow 1.6percent, Hungary will stagnate and Germany, the bloc's biggest economy, will grow 1.2percent.

Commodities - Gold trading may decline for a second day on Wednesday as the dollar extended an advance on other currencies, reducing the appeal of the metal as a haven investment.

Gold traded at USD1,171.25 an ounce on Tuesday. The metal fell from this year's peak of USD1,192.32 after the dollar rose on European debt concern and a report showing an unexpected jump in U.S. factory orders. "Sentiment across precious metals markets is likely to remain fragile, with risk appetite currently being the major driver," said Stefan Graber, an analyst at Credit Suisse Group.

Commodities - Crude oil futures for delivery in 2018 surged above USD100 a barrel this week as the BP Plc oil spill in the Gulf of Mexico led the government to consider a halt in future drilling. The oil contract dated furthest into the future jumped after President Barack Obama said no new offshore drilling leases should be issued until a "thorough review" of the April 20 rig explosion. The leak is pouring an estimated 5,000 barrels a day into the Gulf.

"By 2016 to 2018, there could be some significant impact on the supply standpoint," according to Antoine Halff, head of energy research at Newedge USA LLC in New York, adding that a moratorium on new drilling, his worst-case scenario, would cause a shortfall of 500,000 to 1 million barrels a day. "They wouldn't be able to offset depletion with new drilling."

Currencies - The euro slumped to its weakest level since April 2009 against the dollar amid concern Greece's debt crisis will spread, derailing the region's economic recovery.

The 16-nation currency traded below USD1.30 for a second day on Wednesday as German Chancellor Angela Merkel told lawmakers Europe is "at a crossroads" as governments assemble a Greek bailout. The pound gained against the euro and was little changed against the dollar as the U.K. entered its last day of campaigning before tomorrow's election. The dollar advanced toward an eight-month high against the yen on optimism the U.S. economy will recover at a faster pace than Japan's.

Spotlight on the role of rating agencies

Credit Rating Agencies (CRA's) were seldom mentioned in financial news stories until recently. However, the fall-out of the recent financial crisis has increased scrutiny of investment decisions made by some of the world's largest financial organisations, from both investors and regulators alike. CRA's (the most commonly-known being Standard and Poor's, Moody's Investor Services and Fitch), are used by investors, issuers, investment banks, broker-dealers, and governments. Their main role is to provide an unbiased, independent and easy-to-use measurement of relative credit risk.

CRA's main area of work is usually associated with the rating of debt (e.g. corporate bonds, government gilts, and even the credit worthiness of countries/financial centres such as London or New York). Therefore, large corporations, bond issuers and state governments rely on credit ratings as an independent verification of their own credit-worthiness and the resultant value of the instruments they issue.

In most cases, a significant bond issuance must have at least one rating from a respected CRA for the issuance to be successful (without such a rating, the issuance may be undersubscribed or the price offered by investors too low for the issuer's purposes). Studies by the Bond Market Association note that many institutional investors now prefer that a debt issuance have at least three ratings.

However, it is not just the fortunes of individual companies that are reliant on ratings from CRA's. Recent events in global markets have highlighted the integral role that CRA's have in the fortunes of individual economies too. The most recent example of this being the decision taken by Standard and Poor's to downgrade the rating of bonds issued by the Greek government to that of 'junk' status. The resultant hysteria and panic caused by the announcement sent global stock markets spiralling, wiping trillions from investment portfolios. Many market commentators (and no doubt the Greek government) are furious with the announcement, suggesting that it was done prematurely and gave little time for a complete restructuring of finance to be considered.

However, it was the involvement of CRA's in the chain of events that ultimately lead to the recent global financial crisis that brought the role of such agencies under the spotlight. In 'endorsing' bonds that eventually transpired to be riddled with toxic debt as being of sufficient 'investment grade' quality (for example, Enron's rating remained at investment grade just four days before the company went bankrupt), companies like Standard and Poor's were (albeit unknowingly) fuelling the movement of bad debt all over the world.

Along with retail investors, institutions treated CRA's ratings as buy/sell recommendations and used such ratings instead of performing their own due diligence. Government support of these ratings furthered investor overreliance. For example, the Basel II Accord encourages banks around the world to use credit ratings when calculating net capital reserve requirements, and the U.S Securities and Exchange Commission (SEC) encouraged investment banks to use credit ratings to determine permissible investments and capital requirements.

Thus, CRA's are used as much by investment professionals as they are by retail investors, serving as a much-needed 'mark of approval' during these uncertain times. However, according to their critics, despite the above, CRA's still wield unrivalled power and influence, whilst any tangible reform (by way of regulatory upheaval) moves at sluggish pace.

Conversely, some are of the opinion that CRA's are being incorrectly targeted as a cause for recent events, with other fundamental factors such as the 'fantasy trading' practices engaged by investment bankers being overlooked. As Frank Partnoy, a law professor at the University of San Diego states "...we cannot blame the CRA's themselves that the structure has become so dependent on them, we must blame the structure itself".

