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Market reports
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Rates are derived from WM/Reuters at 4pm (London time). * The closing mid-point rates for the Euro and £ against the $ are shown in brackets.The other figures in the dollar column of both the Euro and
Sterling rows are in the reciprocal form in line with market convention. † New Venezuelan Bolivar Fuerte introduced on Jan 1st. 2008. Currency redenominated by 1000. Some values are rounded by the F.T.
The exchange rates printed in this table are also available on the internet at http://www.FT.com/marketsdata
Euro Locking Rates: Austrian Schilling 13.7603, Belgium/Luxembourg Franc 40.3399, Cyprus 0.585274, Finnish Markka 5.94572, French Franc 6.55957, German Mark 1.95583, Greek Drachma
340.75, Irish Punt 0.787564, Italian Lira1936.27, Malta 0.4293, Netherlands Guilder 2.20371, Portuguese Escudo 200.482, Slovenia Tolar 239.64, Spanish Peseta 166.386

Argentina	 (Peso)	 3.8038	 0.0050	 5.7264	 0.0481	 6.3342	 0.0348
Australia	 (A$)	 1.0802	 -0.0096	 1.6262	 -0.0028	 1.7989	 -0.0083
Bahrain	 (Dinar)	 0.3770	 -	 0.5676	 0.0040	 0.6278	 0.0026
Bolivia	 (Boliviano)	 7.0200	 -	 10.5683	 0.0751	 11.6901	 0.0492
Brazil	 (R$)	 1.7343	 0.0040	 2.6109	 0.0245	 2.8881	 0.0188
Canada	 (C$)	 1.0510	 -0.0087	 1.5822	 -0.0018	 1.7502	 -0.0071
Chile (Peso)	 495.450	 2.2500	 745.875	 8.6645	 825.048	 7.1993
China	 (Yuan)	 6.8272	 -0.0022	 10.2780	 0.0698	 11.3690	 0.0442
Colombia	 (Peso)	 1976.15	 6.1500	 2975.00	 30.3375	 3290.78	 24.0313
Costa Rica	 (Colon)	 562.265	 -1.1050	 846.463	 4.3645	 936.313	 2.1034
Czech Rep.	 (Koruna)	 17.2719	 -0.1778	 26.0020	 -0.0810	 28.7621	 -0.1740
Denmark	 (DKr)	 4.9429	 -0.0356	 7.4412	 -0.0003	 8.2311	 -0.0245
Egypt	 (Egypt £)	 5.4510	 -0.0020	 8.2062	 0.0553	 9.0773	 0.0348
Estonia	 (Kroon)	 10.3932	 -0.0745	 15.6465	 -	 17.3074	 -0.0506
Hong Kong	 (HK$)	 7.7501	 -	 11.6674	 0.0829	 12.9058	 0.0542
Hungary	 (Forint)	 178.070	 -1.3717	 268.075	 -0.1450	 296.531	 -1.0281
India (Rs)	 46.2050	 -0.1700	 69.5594	 0.2403	 76.9429	 0.0416
Indonesia	 (Rupiah)	 9400.00	 -80.0000	 14151.2	 -19.0000	 15653.4	 -66.8600
Iran	 (Rial)	 9915.00	 -	 14926.5	 106.090	 16511.0	 69.4050
Israel	 (Shk)	 3.7589	 -0.0221	 5.6588	 0.0072	 6.2594	 -0.0103
Japan	 (Y)	 87.6650	 -0.8500	 131.975	 -0.3326	 145.984	 -0.7959

One Month	 	 87.6566	 0.0012	 131.945	 0.0032	 145.936	 0.0029
Three Month	 	 87.6377	 0.0046	 131.865	 0.0094	 145.843	 0.0091
One Year	 	 87.3785	 0.0100	 131.001	 0.0026	 144.983	 0.0373

Kenya	 (Shilling)	 74.5000	 -0.3000	 112.156	 0.3487	 124.061	 0.0240
Kuwait	 (Dinar)	 0.2851	 -0.0003	 0.4292	 0.0027	 0.4748	 0.0016
Malaysia	 (M$)	 3.3715	 -0.0165	 5.0757	 0.0115	 5.6144	 -0.0038
Mexico	 (New Peso)	 12.8671	 -0.0525	 19.3707	 0.0593	 21.4269	 0.0032
New Zealand	 (NZ$)	 1.3750	 -0.0043	 2.0701	 0.0083	 2.2898	 0.0025
Nigeria	 (Naira)	 150.100	 0.8700	 225.968	 2.9065	 249.954	 2.4934
Norway	 (NKr)	 5.5990	 -0.0245	 8.4290	 0.0232	 9.3238	 -0.0015
Pakistan	 (Rupee)	 83.5000	 0.0700	 125.705	 0.9981	 139.048	 0.7006
Peru	 (New Sol)	 2.8783	 -0.0014	 4.3331	 0.0287	 4.7930	 0.0179
Philippines	 (Peso)	 46.7375	 -0.3175	 70.3610	 0.0256	 77.8297	 -0.1993

Poland	 (Zloty)	 2.7316	 -0.0276	 4.1123	 -0.0120	 4.5488	 -0.0266
Romania	 (New Leu)	 2.8313	 -0.0234	 4.2623	 -0.0047	 4.7147	 -0.0190
Russia	 (Rouble)	 28.7996	 -0.0158	 43.3564	 0.2846	 47.9586	 0.1755
Saudi Arabia	 (SR)	 3.7502	 -0.0001	 5.6458	 0.0400	 6.2450	 0.0261
Singapore	 (S$)	 1.3805	 -0.0048	 2.0783	 0.0076	 2.2989	 0.0017
South Africa	 ( R)	 7.3490	 -0.1215	 11.0636	 -0.1030	 12.2380	 -0.1500
South Korea	 (Won)	 1153.45	 -3.3500	 1736.46	 7.3345	 1920.78	 2.5189
Sweden	 (SKr)	 6.8993	 -0.0276	 10.3865	 0.0325	 11.4890	 0.0024
Switzerland	 (SFr)	 1.0029	 -0.0086	 1.5097	 -0.0022	 1.6700	 -0.0072
Taiwan	 (T$)	 32.2210	 -0.0350	 48.5071	 0.2924	 53.6561	 0.1675
Thailand	 (Bt)	 33.1500	 -0.0950	 49.9057	 0.2127	 55.2031	 0.0745
Tunisia	 (Dinar)	 1.2782	 -0.0068	 1.9243	 0.0035	 2.1286	 -0.0023
Turkey	 (Lira)	 1.4920	 -0.0069	 2.2462	 0.0056	 2.4846	 -0.0010
U A E	 (Dirham)	 3.6731	 -	 5.5297	 0.0393	 6.1167	 0.0258
UK (0.6005)*	 (£)	 1.6653	 0.0070	 0.9041	 0.0027	 -	 -

One Month	 	 1.6649	 0.0000	 0.9041	 0.0000	 -	 -
Three Month	 	 1.6642	 0.0000	 0.9042	 -	 -	 -
One Year	 	 1.6593	 0.0002	 0.9036	 -0.0002	 -	 -

Ukraine	 (Hrywnja)	 8.0075	 -0.0475	 12.0549	 12.0549	 13.3345	 -0.0227
Uruguay	 (Peso)	 20.1000	 -	 30.2596	 30.2596	 33.4716	 0.1407
USA	 ($) -	 -	 1.5055	 0.0107	 1.6653	 0.0070

One Month	 	 -	 -	 1.5052	 0.0000	 1.6649	 0.0000
Three Month	 	 -	 -	 1.5047	 0.0000	 1.6642	 0.0000
One Year	 -	 -	 1.4992	 -0.0002	 1.6593	 0.0002

Venezuela †	(Bolivar Fuerte)	 2.1473	 -	 3.2327	 0.0230	 3.5758	 0.0150
Vietnam	 (Dong)	 17885.5	 4.5000	 26925.7	 198.101	 29783.8	 132.660

Euro (0.6643)*	 (Euro)	 1.5055	 0.0107	 -	 -	 1.1062	 -0.0032
One Month	 	 1.5052	 0.0000	 -	 -	 1.1060	 0.0000
Three Month	 	 1.5047	 0.0000	 -	 -	 1.1060	 0.0000
One Year	 	 1.4992	 -0.0002	 -	 -	 1.1067	 0.0002

SDR -	 0.6214	 -0.0027	 0.9354	 0.0026	 1.0347	 -0.0001
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Donald
MacKenzie
INSIGHT

Of all the “toxic assets” at the heart of the
credit crisis, one kind proved most toxic of all:
collateralised debt obligations made up of
asset-backed securities (or ABS CDOs to those
in the know).

They are like a kind of Russian doll. A
CDO, or collateralised debt obligation, is an
instrument that involves packaging a pool of
assets and selling tranches of securities based
on the cash flow from the pool. In an ABS
CDO, each of those underlying assets is itself
a tranche of an asset-backed security, which is
already a packaged instrument, most
commonly based on a large pool of mortgages.
By 2005, ABS CDOs had become the main
source of demand for the riskier tranches of
mortgage-backed securities, and the
International Monetary Fund calculates that
by October 2008 losses on these Russian-doll
instruments totalled $290bn, the largest single
category of the losses that triggered the global
banking crisis.

Why were ABS CDOs so toxic? For the past
10 years, I have
interviewed
many market
participants for
my research on
the sociology of
financial markets.
One thing that
is striking is that
different groups
of participants
understand
financial
instruments in
very different ways and each with their own
“evaluation cultures”, their own distinctive
ways of making sense of and valuing financial
instruments.

ABS CDOs fell into the gap between two
evaluation cultures. ABS specialists and CDO
specialists each have rich and sophisticated
ways of understanding financial instruments,
but those ways were, and are, different, in
spite of the fact that ABS and CDOs are
instruments with very similar structures.

A gap between evaluation cultures such as
this is enticing, because money – arbitrage
profits – can be made there. Often, this
involves the modern equivalent of the age-old
practice of buying something cheaply in one
culture and selling it expensively in another.
What was being arbitraged by ABS CDOs was
an unintentional side-effect of the way ABS
CDOs were evaluated, especially by the rating
agencies, using the techniques of the CDO
culture. These were honed originally for the
analysis of a different kind of CDO, in which
the underlying assets were loans made to
corporations or bonds issued by them.

The models the agencies employed made it
possible to create an ABS CDO that was
mostly triple A rated out of tranches of
mortgage-backed securities with only low
investment-grade (triple B or triple B minus)
ratings. This arbitrage was not magic or
alchemy, but the effect of the assumption of
only modest levels of correlation – somewhat
higher than those assumed for corporate loans
or bonds, but still not very high – between
different mortgage-backed securities. Everyone
understood that default on any particular
triple B or triple B minus tranche was
perfectly conceivable, but ABS CDOs could
withstand limited numbers of these defaults.
Crucially, the models implied that large scale
defaults were unlikely, so permitting triple A
ratings. It’s rather
like how it is
perfectly possible
for one coin to
turn up tails, but
very unlikely for
20 independently
tossed coins all
to do so.

In retrospect,
the chain of
disaster is clear:
ABS CDOs
helped permit
mortgage-backed
securities to
become riskier, and those securities in turn
facilitated ever riskier mortgage lending. But
it was not seen clearly at the time because
ABS CDOs fell into the gap between cultures.
ABS specialists, for example, were certainly
worried by the deteriorating quality of US
mortgage lending and of the resultant ABS,
but paid little attention to the potentially
precarious situation of ABS CDOs. Those
whose job it was to construct the latter had to
turn a blind eye. As one of my interviewees
put it, “So, you know, you talk to people
[CDO arrangers], and they’re complaining
about the quality [of ABS] . . . But they’ve got
a mandate to do the CDO, they’ve got to get it
done. They’ve got to buy something because
they want their fees.”

CDO specialists did not spot the growing
danger for different reasons. Some looked
down on ABS specialists as mathematically
unsophisticated. The understanding that ABS
specialists had of the institutional realities of
US mortgage lending was not sufficiently
valued. In the months before the crisis, CDO
specialists also had their anxieties, but these
focused on innovative new products, not the
hugely larger volumes of ABS CDOs, which
were a “very boring part of the market”, as
another interviewee said. The gaps between
evaluation cultures are dangerous as well as
enticing. To understand them, we need the
techniques of the sociologist or anthropologist,
not just the economist. We need to talk to
people, to grasp how they think and calculate,
to try to get “inside their heads”, to find out
how their evaluation cultures differ.

By doing so, we’ll also discover things that
are not said, tacit assumptions that are made,
people who are not spoken to, and the
perilous gaps that in consequence open up.
Donald MacKenzie holds a personal chair in

sociology at the University of Edinburgh
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Beneath all the
toxic acronyms
lies a basic
cultural issue

Russian talk weighs on greenback

By Anjli Raval

The US dollar index sank to
a 16-month low yesterday
after Russia’s central bank
said it was prepared to
invest some of its foreign
exchange reserves in the
Canadian dollar.

Russia has continued to
push for diversification of
its $400bn-plus reserves to
reduce its dependence on
the dollar in international
trade.

The dollar index, which
measures the currency on a
trade-weighted basis
against a basket of six cur-
rencies, fell 0.8 per cent to
74.466, a 16-month low, reaf-
firming growing concern
around the US currency.

After the Russian
announcement, Canada’s

currency rose to its highest
level of the week against
the dollar, trading at
$0.9568.

By midday in New York
the Canadian dollar came
off its intraday peak to
stand 0.7 per cent higher
against the US dollar at
$0.9517, as traders favoured
riskier investments. The
Russian rouble held its
ground against the dollar at
R28.8003.

Adam Cole, global head of
foreign exchange strategy
at Royal Bank of Canada’s
European operations, said:
“It is quite unusual to give
a warning of diversification,
although it is a common
practice for many central
banks at the moment to be
diversifying out of dollars.
It seems to be the case that
the commodity currencies
are the main beneficiaries.”

In line with the increased
risk-taking, the Australian
dollar rallied 1 per cent to a
session high of $0.9303
against the US dollar.

The New Zealand dollar
was 0.6 per cent higher
against the dollar at $0.7300.

Meanwhile, the Swiss
franc rose to SFr0.9994
against the US dollar,
briefly breaking parity for
the first time since March
2008 when the Federal
Reserve announced plans to
rescue Bear Stearns, the US
investment Bank.

“It is worth noting that
the dollar is inching its way
ever closer to the edge of an
abyss,” said Judy Paday-
achee of Barclays Capital’s
foreign exchange technical
strategy team.

“The acid test for the dol-
lar bears is parity against
the Swiss franc. While that

holds, the recent lacklustre
range drags on, but on a
close below parity the
implication would be for a
substantially lower dollar
into the year end.”

Elsewhere, sterling pared
gains after revisions to
third-quarter UK gross
domestic product were in
line with forecasts. But the
pound rose 0.6 per cent
against the dollar to $1.6669.
Sterling was down 0.2 per
cent against the euro at
€0.9037.

US currency weakness
came after Federal Reserve
minutes showed policymak-
ers viewed the greenback’s
recent decline as “orderly”.

The dollar retreated to
Y87.36 against the yen, a
10-month low, approaching
its Y87.10 nadir for 2009,
which represented a 13-year
low.

CURRENCIES

Volatile currencies will play
key role in iron ore pricing

As global miners and steel-
makers negotiate iron ore
prices for the 2010-11 annual
contracts, both sides will
focus, as usual, on supply
and demand trends.

But a relatively unusual
factor will carry as much
weight this year – currency
fluctuations.

The secretive and often
acrimonious iron ore pric-
ing talks are key for the
global economy as these
prices affect steel costs and
ultimately the price of prod-
ucts such as cars.

While iron ore is priced in
US dollars, a significant
share of miners’ costs are
denominated in local cur-
rencies, particularly the
Australian dollar and the
Brazilian real.

Both have appreciated
strongly against the dollar
since January, rising 35 per
cent and 25 per cent, respec-
tively, hitting Vale, Rio
Tinto and BHP Billiton’s
profitability.

Commodities and mining

analysts say the miners are
likely to push for a greater
ore price increase to com-
pensate for the impact of
dollar weakness.

The Australian dollar, at
$0.9304, is trading at its
highest level since August
2008 and nearing the 25-year
high it hit against the dollar
in July 2008 of $0.9849.

The Brazilian real is fol-
lowing a parallel trend. It
rose this week to R$1.736
per dollar. The real is trad-
ing less than 10 per cent
below the decade high it set
in August 2008 of R$1.55.

The other currency wild
card is China’s renminbi.

China is the world’s larg-
est importer of iron ore and

analysts believe that, if Bei-
jing allows its currency to
strengthen in 2010, iron ore
prices could rise as a result.

Analysts are cautious
about whether Beijing will
allow the renminbi to rise
but the Bank of China
recently tweaked its stand-
ard view about keeping the
renminbi “basically stable”
for another that suggested
that a gradual rise is possi-
ble in 2010.

Beijing allowed the ren-
minbi to strengthen 21 per
cent on the three years to
July 2008. Since then, it has
been – de facto – pegged
against the dollar.

Christopher LaFemina, an
analyst at Barclays Capital,

says each 5 per cent revalu-
ation of the renminbi
“should result in close to a
5 per cent increase in the
long-term US dollar” price
of iron ore and several
other commodities.

“A stronger Chinese cur-
rency could imply higher
long-term prices for com-
modities of which China is
already the marginal pro-
ducer,” he says, citing iron
ore but also aluminium,
thermal coal and zinc as
those most affected.

The potential for higher
prices on the back of cur-
rency moves comes as glo-
bal miners strengthened
their hand in critical
annual negotiations with
steelmakers after spot
prices rose above $100 a
tonne this month.

The increase puts spot
prices about 40 per cent
above the annual contracts
settled for 2009-10.

Vale, Rio Tinto and BHP
Billiton are set to ask for
about a 30 per cent rise in
iron ore prices for 2010-11
benchmark contracts, par-
tially reversing the 33 per
cent cut agreed for 2009-10,
according to mining execu-
tives familiar with the talks.

Analysts are more cau-
tious, predicting a rise of
about 15-20 per cent.

www.ft.com/iron­ore

News analysis
The state of the
dollar and the
renminbi will be
crucial to talks,
writes Javier Blas

Hedge funds
guarded on
Brussels rules
By Nikki Tait in Brussels
and Sam Jones and
Martin Arnold in London

Hedge fund and private
equity fund managers yes-
terday gave a lukewarm
and very conditional wel-
come to all-important pro-
posed changes to legislation
regulating their activities
on a Europe-wide basis for
the first time.

Jean-Paul Gauzes, the
French MEP who is steering
the proposed rules through
the European parliament,
set out more than 130 sug-
gested amendments in his
first in-depth report on the
legislation.

These will be debated by
European lawmakers and
melded with changes being
negotiated separately
among European Union
member states next year.

Richard Wilson, the new
chairman of the European
Private Equity and Venture
Capital Association, said
the report only “takes us
some way along the road to
improving [the legislation].”

This echoes the initial
reactions from the hedge
fund industry.

Managers reacted posi-
tively to Mr Gauzes’s sug-
gestion that they should, in
effect, set their own limits

on leverage, but have to
spell out the rationale and
report this to national
authorities. Some hedge
fund sources suggested that
this could be complicated.

But there was concern
about a further amendment
in which Mr Gauzes sug-
gested that the European
Commission could have the
power to impose limits on
how much leverage a fund
manager could use in
“exceptional circum-
stances”.

The manager of one large
fund in London said: “It is
not clear why it is neces-
sary for the European Com-
mission to be able to
impose leverage caps. A lot
of regulatory powers are
still being unnecessarily
devolved away from
national regulators to Brus-
sels.”

There was more enthusi-
asm for the parliamentary
rapporteur’s approach to
remuneration, which advo-
cates following the capping
principles agreed by Group
of 20 countries in Septem-
ber. This is a less proscrip-
tive approach than that
being put forward by diplo-
mats in Sweden, which
holds the EU presidency, in
the separate negotiations
among EU member states.

Miners eyeing currency fluctuations

Source: Thomson Reuters Datastream
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Sri Lanka move
helps bullion
towards $1,200
By Chris Flood
and Javier Blas in London

Gold renewed its record-
breaking run yesterday,
surging towards the $1,200
a troy ounce level, with
bullion likely to make fur-
ther gains after Sri Lanka
joined other central banks
in buying gold from the
International Monetary
Fund, analysts said.

The IMF said late yester-
day that the Asian country
had bought 10 tonnes of
bullion from its reserves for
$375m, confirming a trend
of central bank gold buying
that reverses two decades of
heavy selling.

The sale was the third
from the IMF to a central
bank this month after India
bought 200 tonnes for
$6.7bn and Mauritius pur-
chased two tonnes for
$71.7m.

The IMF has still to sell
190 tonnes out of the 403.3 it
has earmarked for disposal.

Traders are betting that
other central banks, partic-
ularly China or Brazil, and
sovereign wealth funds
from the oil-rich Middle
East countries could buy
IMF gold. India could also
buy again. The IMF said it
sold the gold at prevailing
market prices on November
23. According to pricing
data from the London Bul-
lion Market Association,
gold was fixed – the main
market benchmark – at
$1,169.5 a troy ounce that
day.

Yesterday, gold rose 1.4
per cent to a record high of
$1,185.60 a troy ounce, sup-
ported by renewed dollar
weakness. Holdings in gold
exchange-traded funds rose
to within one tonne of the
all-time high of 1,761.3
tonnes reached in mid-Octo-
ber. Following yesterday’s
price rise, ETF holdings
look likely to have reached
a new record high.

In other commodities
markets, crude oil prices
rose following the latest US
weekly inventories data.
Nymex January West Texas
Intermediate gained $1.94
cents to $77.02 a barrel
while ICE January Brent
added $1.98 at $78.44.

Brent has moved to a pre-
mium over WTI for the first
time in almost three
months due to demand
weakness in the US.

US crude stocks rose by
1m barrels last week,
slightly below the consen-
sus forecast for an increase
of 1.2m barrels as imports
recovered following disrup-
tions caused by tropical
storm Ida.

Crude imports increased
371,000 barrels a day to
8.95m b/d last week.
Petrol stocks rose 1m

barrels last week compared
with the consensus forecast
for an increase of 300,000
barrels.

Demand remained slug-
gish, just below the key 9m
b/d mark averaging 8.99m
b/d over the past four
weeks, up 0.5 per cent over
the same period last year.

Nymex December RBOB
unleaded gasoline added 2.3
cents, or 1.2 per cent, to
$1.9617 a gallon.

Distillate stocks (includ-
ing heating oil) fell 500,000
barrels, above the consen-
sus forecast for a drop of
100,000 barrels.

Nymex December heating
oil gained 2.4 cents, or 1.2
per cent, to $1.9740 a gallon.

More than one-fifth of US
refining capacity has been
lying idle due to poor
demand but activity recov-
ered slightly with refinery
utilisation up 0.9 percentage
point to 80.3 per cent.

US natural gas prices
rose after a smaller-than-an-
ticipated rise in stocks.
Nymex January Henry Hub
rose 31 cents, or 6.5 per
cent, to $5.080 per million
British thermal units.
Freight costs fell for a

fourth session with the
Baltic Dry index down 2.4
per cent to 4,234 points.

COMMODITIES

Energy                                                        Price*          Change

Sources: †  NYMEX,  ‡  ECX/ICE,  CBOT,  
NYSE Liffe,    NYBOT,   CME,   LME/

London Metal Exchange. * $ unless otherwise 
stated. London Closing prices.

Agricultural & Cattle Futures

Precious Metals (PM London Fix)

Base Metals ( LME 3 Month)

WTI Crude Oil † Jan 77.96 1.94
Brent Crude Oil ‡ Jan 78.44 1.98
RBOB Gasoline † Dec 1.9976 +0.0586
Heating Oil † Dec 1.9901 +0.0404
Natural Gas † Jan 5.163 +0.677
Ethanol Dec 2.108 +0.029
Uranium 43.00 -1.00
Carbon Emissions ‡ Dec €12.88 +0.25
Diesel (French)  621.50 +11.75
Unleaded (95R)  681.50 +5.00
globalCOAL RB Index  69.01 -0.12

Aluminium 2039.00 +11.00
Aluminium Alloy  1830.00 +20.00
Copper 6936.00 +37.00
Lead 2379.50 -0.50
Nickel 16850.00 +100.00
Tin 14990.00 -30.00
Zinc 2275.00 +24.50

Gold 1179.75 +16.50
Silver 1863.00 +6.00
Platinum 1469.00 +11.00
Palladium 375.00 +4.00

Corn Dec 392.00 +16.00
Wheat Dec 550.25 +17.25
Soyabeans Jan 1054.50 +8.50
Soyabeans Meal Dec 318.00 +2.60
Cocoa Dec £2148 +27
Cocoa Dec 3.278 +0
Coffee (Robusta) Nov 1326 +12
Coffee (Arabica) Dec 138.80 +2.75
White Sugar Mar 604.00 +4.50
Sugar 11 Jan 21.75 +0.24
Cotton Dec 71.07 -0.45
Orange Juice Jan 114.25 +2.20
Palm Oil Dec 762.50 +32.50
Live Cattle Dec 83.675 +0.275
Feeder Cattle Jan 93.300 +0.075
Lean Hogs Dec 59.425 +0.800
Frozen Pork Bellies Feb 86.975 +0.300
Baltic Dry Index  4234 -106

	 % Chg	 % Chg
Mnth	 Year

S&P GSCI Spt	 501.86	 -4.1	 36.2
DJ UBS Spt	 133.96	 -2.9	 13.8
R/J CRB TR	 271.89	 -3.6	 17.9
Rogers RICIX TR	 3182.64	 -2.7	 21.3
M Lynch MLCX Spt	 422.86	 -3.8	 42.1
UBS B’berg CMCI TR	 1105.04	 -1.7	 25.4
LEBA EUA Carbon	 13.09	 -11.7	 -13.5
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Moscow points to ‘overheating’
By Masa Serdarevic

Russia’s Micex index
retreated following yester-
day’s remarks from Alexei
Kudrin, Russian finance
minister, that the country’s
equity markets were “over-
heated”.

Prime minister Vladimir
Putin’s influential deputy
added he would consider
“soft measures” such as
reserve requirements and
taxation on profits from
transactions to help stem
the flows of speculative cap-
ital.

State-owned bank VEB
also began the sell-off of
blue chip shares that it
announced last week. Pro-
ceeds are to be invested in

the upcoming initial public
offering of aluminium pro-
ducer Rusal. Oil companies
Gazprom declined 2.5 per

cent to R171.48 and Lukoil
slipped 1.9 per cent to
R1,685.98.

Russian equities have
more than doubled in value
since the start of the year.

The Micex index was 1.4
per cent down to 1,312.07.

The FTSE Eurofirst 300
was 0.5 per cent stronger at
1,021.95, while France’s
CAC 40 was 0.7 per cent
higher at 3,809.16.

The German Xetra Dax
advanced 0.6 per cent to
5,803.02. Volatility in the
index was at its lowest level
for 14 months.
Volkswagen was among

the biggest losers on the
Dax for the second day run-
ning, falling 3 per cent to
€86.38 amid speculation
that investors were pulling
out of the stock as they pre-

pared for its eventual exit
from the index.

Options held by Qatar
Investment Authority
expire in December, which,
if exercised as expected,
would push Volkswagen’s
free float below Deutsche
Börse’s mandatory 10 per
cent threshold. Volkswa-
gen’s preference shares
could replace their ordinary
shares and were also down,
falling 0.7 per cent to €57.20.

Dutch banking group ING
advanced 2 per cent to €9.62
on the day its shareholders
approved the proposed sale
of all its insurance busi-
nesses, as well as a €7.5bn
rights issue. Jan Hommen,
ING chief executive, said
divestments announced so
far would bring in total pro-
ceeds of €3.8bn.

EUROPE ING

Source: Thomson Reuters Datastream
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Of all the “toxic assets” at the 
heart of the credit crisis, one 
kind proved most toxic of all: 
collateralised debt obligations 
made up of asset-backed 
securities (or ABS CDOs to 
those in the know).

They are like a kind of 
Russian doll. A CDO, or 
collateralised debt obligation, 
is an instrument that involves 
packaging a pool of assets and 
selling tranches of securities 
based on the cash flow from the 
pool. In an ABS CDO, each of 
those underlying assets is itself 
a tranche of an asset-backed 
security, which is already a 
packaged instrument, most 
commonly based on a large 
pool of mortgages. By 2005, 
ABS CDOs had become the 
main source of demand for the 
riskier tranches of mortgage-
backed securities, and the 
International Monetary Fund 
calculates that by October 2008 
losses on these Russian-doll 
instruments totalled $290bn, 
the largest single category of 
the losses that triggered the 
global banking crisis.

Why were ABS CDOs so 
toxic? For the past 10 years, I 
have interviewed many market 
participants for my research 
on the sociology of financial 
markets. One thing that is 
striking is that different groups 
of participants understand 
financial instruments in very 
different ways and each with 
their own “evaluation cultures”, 
their own distinctive ways of 

making sense of and valuing 
financial instruments.

ABS CDOs fell into the 
gap between two evaluation 
cultures. ABS specialists and 
CDO specialists each have 
rich and sophisticated ways 
of understanding financial 
instruments, but those ways 
were, and are, different, in spite 
of the fact that ABS and CDOs 
are instruments with very 
similar structures.

A gap between evaluation 
cultures such as this is 
enticing, because money 
- arbitrage profits - can be 

made there. Often, this 
involves the modern equivalent 
of the age-old practice of 
buying something cheaply 
in one culture and selling it 
expensively in another. What 
was being arbitraged by ABS 
CDOs was an unintentional 
side-effect of the way ABS 
CDOs were evaluated, 
especially by the rating 
agencies, using the techniques 
of the CDO culture. These were 
honed originally for the analysis 
of a different kind of CDO, in 
which the underlying assets 
were loans made to corporations 
or bonds issued by them.

The models the agencies 
employed made it possible to 
create an ABS CDO that was 
mostly triple A rated out of 
tranches of mortgage-backed 
securities with only low 
investment-grade (triple B 
or triple B minus) ratings. 
This arbitrage was not magic 

or alchemy, but the effect 
of the assumption of only 
modest levels of correlation 
- somewhat higher than 
those assumed for corporate 
loans or bonds, but still not 
very high - between different 
mortgage-backed securities. 
Everyone understood that 
default on any particular triple 
B or triple B minus tranche was 
perfectly conceivable, but ABS 
CDOs could withstand limited 
numbers of these defaults. 
Crucially, the models implied 
that large scale defaults were 
unlikely, so permitting triple A 
ratings. It’s rather like how it is 
perfectly possible for one coin to 
turn up tails, but very unlikely 
for 20 independently tossed 
coins all to do so.

In retrospect, the chain of 
disaster is clear: ABS CDOs 
helped permit mortgage-backed 
securities to become riskier, 
and those securities in turn 
facilitated ever riskier mortgage 
lending. But it was not seen 
clearly at the time because ABS 
CDOs fell into the gap between 
cultures. ABS specialists, for 
example, were certainly worried 
by the deteriorating quality of 
US mortgage lending and of the 
resultant ABS, but paid little 
attention to the potentially 
precarious situation of ABS 
CDOs. Those whose job it was 
to construct the latter had 
to turn a blind eye. As one of 
my interviewees put it, “So, 
you know, you talk to people 
[CDO arrangers], and they’re 
complaining about the quality 
[of ABS] . . . But they’ve got a 
mandate to do the CDO, they’ve 
got to get it done. They’ve got 
to buy something because they 
want their fees.”

CDO specialists did not 
spot the growing danger 
for different reasons. 

Some looked down on ABS 
specialists as mathematically 
unsophisticated. The 
understanding that ABS 
specialists had of the 
institutional realities of US 
mortgage lending was not 
sufficiently valued. In the 
months before the crisis, 
CDO specialists also had 
their anxieties, but these 
focused on innovative new 
products, not the hugely 
larger volumes of ABS CDOs, 
which were a “very boring 
part of the market”, as another 
interviewee said. The gaps 
between evaluation cultures 
are dangerous as well as 
enticing. To understand them, 
we need the techniques of the 
sociologist or anthropologist, 
not just the economist. We 
need to talk to people, to grasp 
how they think and calculate, 
to try to get “inside their 
heads”, to find out how their 
evaluation cultures differ.

By doing so, we’ll also 
discover things that are not 
said, tacit assumptions that 
are made, people who are not 
spoken to, and the perilous 
gaps that in consequence 
open up.

Donald MacKenzie holds a 
personal chair in sociology at the 
University of Edinburgh
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Beneath all the toxic acronyms 
lies a basic cultural issue

The IMF calculates that by 
October 2008 losses on these 
Russian-doll instruments 
totalled $290bn
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In retrospect, the chain of 
disaster is clear: ABS CDOs 
helped permit mortgage-
backed securities to 
become riskier
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Airlines balk at Brussels plans to
set up stranded passengers’ fund
By Nikki Tait in Brussels
and Pilita Clark in London

Airlines across Europe reacted
sharply last night to moves in
Brussels to force them to set up
a compensation fund for passen-
gers stranded by failed carriers.
They said that the move would
be a costly response to an
“infinitesimally small” problem.

Meglena Kuneva, European
Union consumer commissioner,
is today expected to call for the
extension of rules on insolvency
protection to cover holidays and
airline tickets people book for
themselves on the internet.

Ms Kuneva will point to the
“thousands of holidaymakers”
stranded after the failure of
groups such as Bratislava-based
SkyEurope and XL, the UK

package operator. She will say
that it is the “right time to ask
tough questions about extend-
ing basic insolvency protection
to consumers across the board”.

Separately, European parlia-
ment lawmakers passed a reso-
lution asking the Commission to
consider legislation to ensure
that passengers were not left
stranded, suggesting a “reserve
compensation fund”.

EasyJet, the low-cost carrier,
said that the number of
stranded passengers was a small
percentage of the 600m people
who travel in Europe each year.

The carrier said that it and
other airlines already offered
insurance to passengers and an
industry-wide compensation
fund would merely “add more
cost to an industry that cannot

afford it at the moment”. British
Airways said that regulators
already had a protection scheme
that allowed stranded passen-
gers to be taken home.

The European Low Fares Air-
line Association said that it
would be better if regulators
acted earlier on troubled air-
lines, rather than imposing
extra costs for “600m passen-
gers, the number of whom
would be affected is infinitesi-
mally small”.

A total of 77 airlines have
filed for bankruptcy in the EU
since 2000, nearly half in the
last three years, according to
Commission figures. The latest
was SkyEurope this summer,
many of whose customers did
not receive compensation for
tickets purchased.
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Vodafone to close pension
scheme to 4,000 workers
By Norma Cohen
and James Redgrave

Vodafone is planning to close its
£755m final salary pension
scheme to roughly 4,000 of its
employees, becoming one of the
largest employers to propose
such a move in an attempt to
control the costs and risks of
retirement benefits.

The company sent a letter to
staff this week informing them
of a consultation exercise, as
required by law, ahead of a
planned closure of the defined
benefit scheme in April.

Vodafone follows several
other high-profile employers,
including Barclays, Whitbread
and Fujitsu, in blocking current
workers from earning further
retirement benefits that are a
portion of their final salary.

The move comes amid a flurry
of industry surveys suggesting a
growing number of employers –
many of whom closed their

schemes to new entrants years
ago – are now considering shut-
ting defined benefit pension
funds to exisiting workers after
having sustained heavy losses
on investments in the recession.

Low interest rates have
inflated liabilities, while rising
life expectancy has increased
costs.

Vodafone said the company
was making the move because
of the rising cost of defined ben-
efit pensions. The group plans
to “substantially improve” the
defined contribution pension
programme. “This will result in
pension benefits that are fair to
all employees, sustainable in the
long term and affordable for
employees and the company,”
the group said.

The change means that cur-
rent Vodafone employees, par-
ticularly younger workers,
could end up with much less
generous pensions than they
would have had if the company

maintained its existing arrange-
ment. It will also shift the risks
of rising life expectancy and
uncertain investment returns
from Vodafone to employees.

According to the company’s
latest annual report and
accounts as of March 31, the
assets of Vodafone’s defined
benefit scheme had a £60m
shortfall compared with its lia-
bilities of £815m.

However, that shortfall was
estimated on an assumption of
future investment returns that
was higher than Vodafone had
used in the recent past.

This so-called discount rate,
which reduces the present value
of liabilities, was 3.7 percentage
points higher than its assumed
rate of inflation.

A reduction in the discount
rate to a spread of 2.4 percent-
age points, the level in the 2007
annual accounts, would raise
the size of the deficit by as
much as £350m.

Source: Thomson Reuters Datastream
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Currency traders are asking
a question: if the US Federal
Reserve is not concerned about
the dollar’s current levels, why
should they be?

The short answer yesterday
was that they chose not to
worry, pushing the dollar
down through key levels. It
dropped below Y88 while the
euro rose firmly above $1.50
after the minutes of the Fed’s
last policy meeting, published
late on Tuesday, described the
dollar’s fall as “orderly”.

This was as important for
what remained unsaid as for
the actual words. The unsaid is
that the Fed does not talk
about the dollar, leaving that
to the US Treasury. There can
be no mistaking the deliberate
intent of putting the central
bank’s view on record.

“Orderly” signals that the
Fed is comfortable with the
dollar’s direction and the pace.
This is important too.

Currencies do not move in
straight lines for very long.
The round-the-clock nature of
the markets makes many
traders cautious, leading them
to focus on specific near-term
levels. They wait for the
market to break decisively
from one and then line up the
next, where prices will
consolidate before moving
again. What traders inferred
yesterday was that to the Fed,
these absolute levels do not
matter, only the relative pace.
Look at a chart of the dollar
and you can follow their logic:
the period between Lehman
Brothers’ collapse and March
this year is characterised by
savage swings, but since then,
the dollar has returned to its
run-and-consolidate habits.

This is the point in the year
where markets traditionally
idle ahead of the new year. But
do not bet on the dollar idling.
Investors read the Fed’s
comments as akin to saying
“as you were”. A bet on dollar
weakness could be the trade of
choice for a different year-end
tradition – “window dressing”,
where investors jump in and
out of a long-term trend to help
pretty up their year-end
returns with short-term profits.
That means more dollar selling.
John Authers is on sabbatical
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set to defy
accounting
rule delay

By Rachel Sanderson in London,
Peter Smith in Sydney
and Nikki Tait in Brussels

Some of Europe’s biggest multi-
national companies are prepar-
ing to defy moves by Brussels to
delay the introduction of new
global accountancy rules within
the European Union.

Four companies contacted by
the Financial Times say that
they are looking to use the so-
called IFRS 9 rules as “pro-
forma” accounts for 2010 and
may begin to prepare the num-
bers for internal use for this
year end.

Other big companies might
prepare accounts as if the new
rules were in place in parallel
with official financial state-
ments, say accounting firms.

Brussels shocked the account-
ancy community this month
when it delayed introduction of
the International Accounting
Standards Board’s radical over-
haul of the way financial insti-
tutions value assets. The delay
came just as the new rules were
introduced in most of the rest of
the world outside the US.

The EU decision means that
European companies officially
cannot use the rules while com-
panies in more than 80 coun-
tries outside the US can. This
has angered many multination-
als, particularly in the UK,
which believe they will be put
at a competitive disadvantage.

Those companies say that the
new rules are an improvement
for companies and investors.

European Commission offi-
cials say they want more time
to look into whether the rethink

would cause European compa-
nies to report more of their
assets at current market prices.
Critics of this system say this
can lead greater volatility of
accounts.

Under the overhaul, loans, or
securities similar to loans, will
be held at the price banks paid
for them, provided the part of
the firm that owns them is not
engaged in trading. Everything
else will be held at fair value.
Bank analysts believe that this
will cut the proportion of assets
held at market prices, which is
about 50 per cent for big Euro-
pean firms.

Pauline Wallace, a partner in
regulation at PwC, the account-
ing firm, says that for some
companies IFRS 9 produces
“more meaningful numbers”
than the current IAS 39 system.

Brussels’ decision, which fol-
lowed calls by the Group of 20
nations for clearer rules in
response to the financial crisis,
revealed a deep split among
European financial institutions.

UK banks and insurers, ING,
Deutsche Bank and Italian
insurer Generali were among
those in favour of early adop-
tion of IFRS 9 for use this year
end, according to minutes from
a committee meeting.

However, French and Italian
banks, German insurers and
European regulators such as the
European Central Bank were in
favour of postponing a decision
until next year.

Douglas Flint, HSBC chief
financial officer, believes that
Brussels’ decision puts Euro-
pean companies at a disadvan-
tage. Companies in favour of
IFRS 9 also see it as a vital step
to a single set of global account-
ing standards, including conver-
gence of the rules of the Federal
Accounting Standards Board in
the US with the IASB.

Accountancy column, Page 24

Brussels stalls on
global changes
European business
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