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10 take pre-emptive action to curb inflation In
Contrast, across some western economies,
fentral banks may need to resist rising
Political pressure to accommodate inflation
a5 a stepping stone to stronger growth and
debt elimination

This would provide another sign of a tale of
two worlds that has been evident since the
Crisis began. Despite the lack of demand in
the west the global economy has continued to
ETowW. In nominal terms it is up from $62tn
before the crisis and s set to reach §74tn by
the end of this year Some of this is inflation,
but the bulk is real growth led by emerging
economies. This year, despite considerable
downside risks, the world economy could see
Its strongest pace of growth since 2010.

Inflation needs to be taken seriously across
emerging economies. Many of them are at the
stage of the economic cycle where they have
hit inflation or trade problems An inflation

shock may come
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year, according to the International Energy
Agency. In contrast, emerging market demand
is up from 39.1m b/d to 44.8m b/d over the
same period. Simlilar trends in demand are

seen in other commodity markets.
High commodity prices both before the crisis

and in recent years demonstrated not just
strong demand but a lack of investment in

Safe as houses is a saying
unlikely to resonate with
investors In Asian bond
markets. Not only have
they seen explosive vol-
umes for the first month of
the year, especially in the
junk bond market, but this

reckon house prices in the
big cities will rise 5 per cent
this year, at least

Chinese property groups
have accounted for six of
the 10 biggest issuances in a
record January that saw
$7.8bn of high yield bonds

Asia ex-Japan high-yield bonds...

(Jan 11 2013)

...have strong start to 2013
Asla ex-Japan high-yleld bond issuance In January
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economies. The soft ceiling, meanwhile, Bond markets around the erty groups have between

reflects geopolitical risks that could push oll world are beset by commen: them raised more than 6 2
" prices higher, while supply disruptions could tary worrying about a price  $6.6bn of fresh funds,

easily see food prices rise bubble as low Interest rates according to Ms Ju.
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The net effect is that commodity prices
ave a firm floor and a soft celling

central banks in the US, UK, Europe and
Japan look set to keep interest rates low for

some time. This means there is ample

liquidity looking for a home The likelihood
is this money

the riskier sectors in inves-

distinet risks, any one of
which could blow a hole
in their bond portfolios
Borrowers might default,
interest rates could start to
rise, or most immediately,

all of last year, Add in

pinning the sector

This is in contrast to com-
panies in the steel sector
and other basic industries,
where overcapacity 1s a sig:
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already struggled once they
have begun trading as what

sign. “You would have seen
in prior years people push-

of maturity,

“This is not so much a sign
it's because

high coupons has passed.
“The private bank-driven,

momentum-driven side of

will seek out
! liquidity could dry up if nificant problem. Groups
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for many of which equities, starts to look more even tried to issue bonds In  faded away, Agile, one of tighter spreads and looser pain on other deals.” the market is very risky
ctive spite of the appetite for risk the better known Chinese covenants] until something  One of the biggest imme- and will hit trouble at some
emcrglng do not have the attra i
absorptive " " There are plenty who still that has seen risk premi- property companles, has broke and the market dlate risks to the market, point,” says one experi-
economles Is capacity to cope . see huge risks in the Chi- ums, or spreads, shrink to seen the price of its bonds closed. This year you have according to some, s an enced debt markets banker
they fear raisin 1er | nese property sector due to less than 10 per cent - slide to 8 cents on the dol- seen some deals trading improvement in economic  However, Mark Matthews,
y £  with furtl | prope
i inflows. overcapacity. Andy Xie, an about half of what they lar in thelr first week of worse without closing the conditions, which may per- head of research in Asia at
rates in case This leads to independent  economist, were a year ago - and terms trading. Other deals have market. This is a sign of the suade private bank clients Jullus Baer, Is relatively
it attracts two potential recently wrote on the and conditions get looser also had o be delayed or growing depth and maturity to switch back to equities, sanguine: “I don't think you
e mone vulnerabilities. Financial Times’ beyond-  The bigger question In reduced in size, in the Asian market.” Some private banks are will get capital growth
Ly y One Is financial brics blog of 50 Hong Kongs the short term Is whether  Mark Follett, JPMorgan  Mr Mukherjl disagrees. beginning to adyise such a [from high-yleld bonds] this
the market can cope with head of highgrade debt cap- “You can already see a lit- move now, before others year In the same way as
tle bit of fatigue coming realise the chance for fur- last year - but you can still

and Is the
need to avold

the dangerous build-up of leverage, although
the lesson of the crisis Is to look at gross
and not net capital flows in trying to spot

this
This is not yet the Issue across emerging

economies, although in some leverage is
rising. The second vulnerability Is economic
and |1s more immediate, as flows feed asset
price inflation, particularly in equities and
real estate.

The dilemma for many emerging economies

is they fear raising rates in case it attracts
more money. But If rates stay low this will

| for instance, In

Fund. The key will be
more effectively, and

being under construction

on the mainland.
However, other analysts
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the level of issuance it has
seerl. Some deals have
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ital markets Asla, excluding
Japan, says this Is a good

Opec upbeat on crude oil

COMMODITIES

tone about the oil market
for this year, anticipating
prices of about $110 a barrel
on average for 2013.
Abdalla El-Badri, Opec

the US, traditionally Opec’s
largest customer, have led

as an erosion of Opec's abil-
ity to influence prices
Saudi Arabia, Opec's larg:
est producer, cut produc-
tion to its lowest In a year

the International
Agency

supply. He 8aid the organi-
sation welcomed increased
diversity of supply

“US unconventional pro-

duction is evolutionary for @ don

into the market,” he says

ther price gains on top of

clip a good coupon.”

Canadian day-trading group
price averaging $110 1n 2013 fined £8m for London abuse

|

Energy | By Brooke Masters

in London

neur must pay an £8m fine
for market abuse for mov-
ing share prices on the Lon-
Stock  Exchange

the market, not revolution- | through rapidly placing and

cynical course of intensive
manipulation of the LSE.

“Left to ourselves, we

used Swift Trade's facilities
to place and cancel tens of

thousands
between 2007 and 2008,
sparking complaints [rom

of trades

enforcement director, called

the Swift Trade case “a par-
ticularly cynical case where

| feed domestic credit growth and future |
 Inflation. 3 By Ajay Makan In London some analysts to forecast  Mr El-Badrl denled Opec

This could lead to more Interventionist downwards pressure on the was reducing production to | A defunct day-trading com- might well have concluded a business model was based

| Opec has struck an upbeat price of oil this year, as well accommodate Increased US | pany controlled by a promi- that £8m was insufficient " on market abuse.. . layer

'pent Canadian entrepre-  The FSA said day traders Ing Is abusive. We expect

brokers and [direct market
access providers] . .to
monitor their clients’ trad.

ing activity closely.”
The panel rejected claims

that the watchdog did not

en using Interest rates or secretary-general, added in December. The kingdom
leasures. that the oil cartel, which supplied more than 10m ary” he sld. “Forecasts | cancelling orders on thinly other market participants
dilemmas ar _llkcly to face accounts for 40 per cent of barrels a day in mid-2012 to suggest 3m bd In 20 years - ' traded companies, a London b have jurisdiction over Swift
in the west, where the economic global supplies, would prob- meet a seasonal Increase in that Is not  threat to us," | tribunal has ruled 7 Trade because It was Cana-
. be more diflerent. Regulatory ably keep its production demand and offset the loss he said at a oil conference | The ruling against Peter £1 5m dian and placed Its orders
year more pro-cyclical stable for the time being, of Iranian production. But organised by Chatham | Beck’s Swift Trade repre- through the UK arms of
nelary pc in the after member countries cut It has since cut output House, the London-based | sents a significant and com- Sum that Swift Trade first Merrill Lynch and then
shock absorber, although output In November and to 93m b/d, according to think tank Opec countries | plete victory for the Finan- gained through ‘layering’ Penson

‘much and not solve D?‘cambar. produce abott 37.56m b/d. cial Services Authority, A The ruling confirmed the
o As of now I think the @y price Mr EJ-Badd also signalled | which had sought to penal- and netting Swilt Trade FSA's power to bring mar
oW the situation Is really Improv- grent crude ($ per barrel) a more re approach to | ise the company for “layer- more than £175m. Swilt ket abuse cases based on
Ing. When | see growth In enforcement of production | Ing” - using multiple orders Trade switched brokers profits made from trading
China Is improving, growth 120 quotas. Eved after Saudi | to move share prices In a after the LSE complained (n swaps and contracts for
v ll} India |s improving, when “"  Arabia's cul In December, | particular direction. about the trading patterns. difference rather than

1 Bee growth in the US is 115 Opec members exceeded | A finding against the Michael von Pommern- directly in equities
dmproving, | think that =25 . ‘& their 30m dd quota by | watchdog could have under- Peglow, the attorney who  Swift Trade has previ.
| ome¢ dramatic 400,000 bid. mined the FSA's recent represented Swift and Mr ously paid C$400,000 to the
t will be a While rep@tng the offi- | efforts to enforce its strict Beck before the tribunal, Ontario Securities Commis-
| hosald  J° clal line “no country | market abuse rules on over- called the decision “very slon for compliance and
TR | should excesd their quota®, | seas investors who dabble disappointing” and sald control failings. The US
- | Mr El Badri ®d of the 30m | in the UK markets they were considering an Securities and Exchange
quota: “Thi @ sign, you | “It Is as serious a case as appeal. "If the decision Commission last year
might be imagined,” the stands, CFD [contract for banned Mr Beck from the

know.” He sdded that Opec
was not lﬁ‘f.;;’n gm pro-
duction WIS coun-
tries continued 1o struggle,
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US securities Industry for
two years over allegations
that he lgnored red Mags
that day traders at another
firm he founded were
engaging in layering.

difference] trading by
non-UK regulated firms will
effectively become regu-
lated by the FSA through
the back door.”

Tracey McDermott, FSA

Upper Tribunal, which
hears appeals from the FSA
disciplinary process, wrote
In its decision. “The con:
duct of which Swift Trade
was guilty amounted to a




