The Word from Hansard

Dear Kate,

Europe - The week's market news was dominated by the downgrading of Greece and Portugal's credit rating status by Standard and Poor's. All of the major markets were adversely affected by the announcement on the fear that the uncertainty may spread further across Europe.

The Party of European Socialists said that German Chancellor Angela Merkel's hesitation about offering aid to Athens had led to the downgrading of Greece's credit rating to "junk" status. "The downgrading of Greece's sovereign credit rating to junk status is an indictment of Angela Merkel's policy of prevarication," Socialist leader Poul Nyrup Rasmussen said.

China - China's central bank pledged to keep policies flexible to respond to "new conditions" and highlighted risks to the global recovery. "The world economy may stage a recovery in 2010, yet the foundation is still fragile and complicated by the growth rates of various economies and shifts in their macro-economic policies," the People's Bank of China said in an annual report on financial markets on Wednesday.

China - The Yuan's climb to a one-year high against the Euro will erode China's competitiveness in its largest export market and delay an end to its currency's peg against the Dollar, said UniCredit SpA and Societe Generale SA. "Chinese authorities have said all along that they are concerned about the stability of the global recovery," said Joe Craven, Asia-Pacific head of currencies and fixed income at UniCredit. "Given what's happening presently in Europe, the likelihood of them doing anything in the short term is smaller."

U.S - The largest equity-market decline since February, caused by the announcement regarding Greece & Portugal's credit rating reduction, is failing to spur selling by the biggest U.S. money managers, who say losses will prove temporary as gains in earnings make stocks too cheap to pass up. Greece and Portugal's credit downgrades on Tuesday are no reason to doubt forecasts for profit growth exceeding 50percent at Standard & Poor's 500 Index companies through 2011, said Kenneth Fisher, who oversees about USD39bn as chairman of Fisher Investments.

Brazil - Brazilian policy makers may begin to make the most aggressive cycle of interest rate increases since President Luiz Inacio Lula da Silva took office in 2003. Brazil's Central Bank would be the first in Latin America to raise interest rates since the region began emerging from the global financial crisis. Economists surveyed by the Central Bank expect the USD1.6tn economy to grow 6percent this year, the second-fastest pace in more than two decades. As signs of overheating emerge, policy makers may be forced to raise rates 4percentage points over the next year, according to Morgan Stanley.

Australia - Australia's inflation rate almost doubled in the first quarter to 0.9percent, making it more likely that the central bank will keep raising borrowing costs.

The increase in the consumer price index from the previous three months followed a 0.5percent gain in the fourth quarter and was more than the median 0.8percent expected by economists. "Inflation is overshooting the bank's forecast" that consumer-price growth will fall to an annual rate of 2percent by mid-year, said Annette Beacher, an economist at TD Securities Ltd. "The pressure on interest rates remains firmly to the upside."

Commodities - Gold rose to a four-month high on Tuesday following Standard & Poor's decision to lower Greece's and Portugal's credit ratings, spurring demand for the metal. "In the short term, there may be safe-haven buying, but I don't think that will be as important in the weeks ahead," said Daniel Smith, an analyst at Standard Chartered Plc in London. "The Greece issue won't derail economic recovery."

Currencies - The dollar hit an 11-month high against a currency basket on Wednesday after concerns about debt problems in Greece fuelled safe-haven demand for the U.S. currency. The dollar index, DXY, which tracks the dollar's moves against the currencies of the United States' biggest trading partners, rose as high as 82.498, its highest level since May 2009. "It's a bit of panic and people just want dollars at the moment," said Geoffrey Yu, currency strategist at UBS.

Spotlight on 'The Volcker Rule'
In a week when one of the worlds' largest financial organisations faces questions in court from a U.S Senate Panel, the reform of the global banking system is once again headline news.

Widely regarded as the catalyst for the recent financial crisis, the continued practice of banks digressing from their traditional role as 'lenders' to their clients is at the centre of proposals which bid to reform the future of the industry.

The U.S Senate Banking Committee has proposed a bill which incorporates what is known as 'The Volcker Rule' (named after former Federal Reserve Chairman, Paul Volcker). Fundamental to this is the distinct separation of a bank’s core practices, i.e. holding and loaning money to its customers, and making money for itself (commonly achieved via 'proprietary trading', the practice of a bank's traders actively trading complex financial instruments with its own money, so as to make a profit for itself).

Proprietary trading became more commonplace following a wave of deregulation in the 1980s and 1990s. This new 'freedom', coupled with the globalisation of multi-national corporations and the introduction of ever-more complex financial derivatives meant that 'traditional, high street' banks were fast holding assets that were once the domain of specialist, 'investment' banks.

The potential conflicts of interest involved in managing two distinctly different and separate books of business have been exposed once again recently. Revelations of Goldman Sachs selling complex real estate instruments (wrapped up as 'collateralised debt obligations' (CDOs)) to its clients, whilst using proprietary trades to 'bet' that the CDOs value would actually fall has put proprietary trading back under the spotlight.

The new rules would mean that banks would have to spin off proprietary trading activity from the rest of its business (perhaps in an old-style partnership), thus ensuring that the risks bad decisions would only effect its partners, not the public shareholders and (ultimately, as seen recently) taxpayers.

The banking industry and its business allies are pushing hard to weaken the proposed regulations. In the past few months, the major banks, along with the U.S. Chamber of Commerce, have dramatically increased their lobbying activities and campaign donations to thwart reform.

Of course, Wall Street will resist giving up proprietary trading as it has been so profitable in the past. Not surprisingly, then, the firms oppose the measures, saying it's tough to distinguish trades made for themselves and those made for clients. They say that banning such trades exposes banks to more risk.

In stark opposition, politicians are being forced to appease public concern (and outrage) that if no changes are made to the current system, it is feasible that the same catastrophic chain of events witnessed recently, could happen again.

"The big banks shattered our economy and left workers and our communities to clean up the pieces. We've lost 8 million jobs, 1 out of every 8 mortgages is in default or foreclosure, and our cities, counties and states teeter on the edge of bankruptcy," said Heather Booth, executive director of Americans for Financial Reform, a coalition of unions, consumer, and community organizations.

