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If you thought US plans to
cap speculative activity in
commodities were broad,
then take a glance at
what’s unfolding on the
other side of the Atlantic,
writes Neil Hume.

Policy makers in Europe
want to place position
limits, or caps, on the
number of contracts
speculators may control,
on about 1,900 commodity
derivatives (and securities
priced off commodities),
according to calculations
by the UK’s Financial
Conduct Authority.

To put that figure in
perspective, the US
Commodity Futures
Trading Commission
position limit plan extends
to just 28 contracts.

Unsurprisingly, this
proposal and others are
causing growing alarm
among big commodity
traders in Europe.

Under the current rules,
commodity traders are not
subject to many provisions,
including position limits
and capital requirements.

In the recast version of
Europe’s flagship markets
legislation — the Market in
Financial Derivatives
Directive (MiFID II) — there
will be a marked narrowing

of the existing exemptions
for commodity traders as
well as an extension of
what constitutes a financial
instrument.

Broadly speaking, if a
commodity trading house
is a heavy user of financial
derivatives relative to
either the market or their
business, they run the risk
of being regulated as a
financial services company.

This is important
because falling under
MiFID II, which will come
into force at the start of
2017, brings with it
obligations. Arguably the
most onerous is the fourth
iteration of the Capital
Requirements Directive,
which would force
commodity traders to hold
as much capital as a bank.

The bill for compliance
with these rules could run
into hundreds of millions of
dollars for the biggest
commodity traders unless
the industry is able to
secure carve outs or
preserve the existing
exemptions. Now, there is
still a chance that could
happen. And with a final
consultation period still to
be completed, the industry
is growing more vocal.
www.ft.com/commodities
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Traders voice alarm over
Europe’s stricter regulations

MiFID II milestones
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March 2015

Early 2016

June 2016

3 Jan 2017

EU legislation on MiFID II implemen-
ting measures is finalised and published
FCA Policy Statement (rules) on
implementation of MiFID II
MiFID II rules come into e�ect for all
investment firms

Financial Conduct Authority discus-
sion paper and ongoing dialogue
EU legislation on MiFID II implementing
measures is adopted and formal
approval process begins

FCA MiFID II conferenceOctober 2015

Summer 2015

Brent crude dropped as
talks between Iran and six
global powers over a
nuclear deal entered their
final stretch, writes Anjli
Raval.

Oil market participants
were primed for a potential
easing of sanctions and a
burst of exports from the
Opec producer in future.

Ice May Brent fell 68
cents to $55.64 a barrel
yesterday after dropping
to a low of $54.72 a barrel
in earlier trading.

The international
benchmark, which cast
aside bullish sentiment
emanating from Nigeria
and Yemen, is down
almost 3 per cent this
quarter. Diplomats from
the US, the UK, France,
Germany, Russia and China
were meeting their Iranian
counterparts in
Switzerland to hammer
out broad terms that will
act as a prelude to a
comprehensive agreement
by the end of June.

Negotiations were aimed
at denying Iran the

capacity to develop a
nuclear bomb in exchange
for an easing of
international sanctions.

Yesterday marked the
self-imposed deadline by
which a solution was
expected to be found.

But conflicting rumours
swirled among traders in
the afternoon, with some
convinced a deal of some
sort would be announced
while others believed talks
may be extended.

Tehran is calling for an
immediate lifting of
sanctions, but its
negotiation partners want
a gradual easing.

Sergei Lavrov, Russia’s
foreign minister, said
yesterday he believed the
chances of a deal were
“great but you can never
be 100 per cent confident”.

If the sanctions are lifted,
a wave of additional
exports could make their
way on to an already
oversupplied market in the
months afterwards, some
observers said.
www.ft.com/fastFT
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Oil price slips as deadline
arrives for Iran nuclear talks
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Three of Europe’s most senior market
executives have written a joint letter to
regulators urging them not to under-
mine derivative market reforms,
and arguing that the current drafting
of the laws threatens Europe’s eco-
nomicgrowth.

Xavier Rolet, chief executive of the Lon-
don Stock Exchange Group, Michael
Spencer, chief executive of interdealer
broker ICAP, and Hans-Ole Jochumsen,
president of Nasdaq, have called on
authorities to “safeguard the guiding
spirit and vision” of Mifid II, the region’s
flagship markets legislation in the final
stagesofareviewinBrussels.

The trio have warned that regulation
intended to introduce transparency and
competition to listed derivatives in
Europe may be rendered ineffective by

the current drafting of technical stand-
ards forclearinghouses.

“This is not an esoteric concern — get-
ting this right is critical for the EU’s
financial markets and for the EU’s eco-
nomic growth,” they warned in a letter
yesterday to Steven Maijoor, head of the
European Securities and Markets
Authority, theParis-basedregulator.

Their concerns focus on European
plans to open up clearing houses to
other derivatives trading venues. The
provision allows traders to clear their
trades at a clearing house of their
choice, and prevents exchanges and
clearing houses from linking trading,
clearingandlicensingof indices toaspe-
cificvenue.

Supporters of the moves — including
the LSE, ICAP and Nasdaq — have
argued that it would lower trading costs
andencouragecompetition.

Regulators are trying to balance com-
petition against potential systemic risk
emanating from the risk-management
houses. The utilities, which act as a
counterparty to a trade, are at the
forefront of efforts to strengthen global
markets.

Many countries around the world are
preparing to mandate new banking and
markets rules, as agreed by the G20
after the financial crisis. But Europe is
set to go further in its reform of markets
with the introduction of Mifid II in
early2017.

Legislators want to introduce “open
access”, which would cut across the
models of many of the world’s big deriv-
atives exchanges. The current situation
is characterised by “vertical silos”,
where contracts owned by an exchange
and traded on it are processed only
throughthatexchange’sclearinghouse.

Trading room

Europe urged to safeguard derivative reforms
GREGORY MEYER — NEW YORK

Grain markets diverged after the US
government indicated that corn sup-
plies would remain ample for months
tocome,surprisingthemarket.

Stocks of corn held in the US stood at
7.7bn bushels this month, the second
most in history for the time of year and
above estimates, the US Department of
Agriculturereported.

This spring US farmers plan to plant
fewer acres with corn and more with
soyabeansas theypursuerelativelyhigh
returns for the oilseed. But the shift
was less dramatic than analysts had
expected.

USDA March grain stocks and pro-
spective plantings reports are widely
followed by agricultural commodities
traders. The US is the largest producer
ofcornandsoyabeans.

After the reports CBOT May corn was
down 3.5 per cent to $3.80¾ a bushel.
CBOT May wheat was at $5.12¾, off
3.3 per cent. CBOT May soyabeans rose
0.7percent to$9.74¼.

World inventories of grain and
oilseeds are bulging after two years of
good harvests. The ratio of cereals
stocks to global demand is at 25.4 per
cent, the highest in more than a decade,
according to the UN Food and Agricul-
ture Organisation. In Brazil, a rival to
the US in soyabean production, a large
harvest isunderway.

Relatively high stocks have eased
price swings. Corn has traded in a nar-
row range below $4 per bushel for most
of the year. Soyabeans, which are
crushed to make animal feed and vege-
table oil, have edged below $10 a bushel.

“The rebuilding of US supplies . . . is
likely to continue capping price rallies

until either stronger demand is seen or a
credible supply threat materialises,”
wrote Chris Narayanan at Société Géné-
ralebeforethereports.

Lower prices have buoyed consump-
tion, with US oilseed factories crushing
more soyabeans and with US corn etha-
nol refineries running at high rates.
Exports of US corn and soyabeans have
beenstrong.

Analysts have had less insight into
demand for corn and soya from the
meat industry. Pork and poultry pro-
ducers often take advantage of lower
grain prices by expanding pig herds and
chicken flocks but the grain stocks
report indicated that demand for corn
feedhadnot liveduptoexpectations.

“We’re surprised all around,” said
Rich Nelson, chief strategist at Allen-
dale, a broker in Chicago. “Feed usage
wasnotveryaggressive.”
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Corn price dips after US inventories surprise

JOEL LEWIN

When Euronav, a Belgian ship owner,
last year spent $1bn buying 15 “super
tankers” it became the world’s largest
listed crude tanker company, overtak-
ing shipping magnate John Fredriksen’s
Frontline.

The purchases — which more than
doubled Euronav’s supertanker capac-
ity to roughly 52m barrels — were also
significant in highlighting a pronounced
shift by the shipping industry towards
capital markets financing, rather than
bankloans.

“If we hadn’t had access to capital
markets over the last 15 months we
wouldn’t have been able to grow,” says
Paddy Rodgers, chief executive of Euro-
nav. “It was absolutely transforma-
tional. It effectively doubled our fleet
size and increased our market cap from
€150mto$1.8bn.’’

Low interest rates and the retreat of
bankers since the financial crisis has
dramatically altered the business of
ship financing. By turning to capital
markets, shipowners have enjoyed the
benefits of cheap financing, but now
thereareworries thataneraofultra-low
interestratesmaycausecapacitygluts.

With post-financial crisis reforms
restricting bank lending, the shift
towards markets has been particularly
pronounced in shipping. In 2008, 84 per
cent of ship finance was provided by
banks, but this had fallen to 63 per cent
by2014,accordingtoMarineMoney.

“We’re tapping all different pockets of
capital using different instruments,”
says Gerry Wang, chief executive of Sea-
span, a container ship leasing company.
“Without that diversification it would
have been impossible to add all those
assets to our balance sheet. Shipping
isn’t just about pirates, it’s about cash
flows.’’

One significant advantage for ship-
owners raising money from capital mar-
kets is that they can issue debt with
longer maturities and fixed coupons.
Bank loans typically entail a much
shorter duration and are usually linked
tofloatingrates.

Crucially, the hunt for yield among
global investors has opened up new
sources of finance. “Despite being a very
old industry, maritime is a new and
exciting asset class for institutional
investors,” notes a recent report

from JPMorgan Asset Management.
Ten-year bonds issued by the biggest

shipping groups typically yield 6-10 per
cent. But the risk for investors is that
theydonotunderstandthe industry.

Issuance of equity and bonds by ship-
ping companies has more than doubled
from $9.1bn in 2008 to $20.9bn in 2014,
according to Dealogic, when it
accounted for 30 per of ship finance —
and more growth is likely. Clarkson, the
world’s largest shipbroker, predicts the
amount invested in new shipping in the
next decade will be double the $1.8tn
invested inthepast20years.

For example, US based Scorpio Tank-
ers has tripled its fleet to 65 vessels in
less than three years, an aggressive
expansion that has transformed it into
the largest listed product tanker com-
pany and was fuelled largely with
financeraisedfromcapitalmarkets

Shipping experts believe their market
has fundamentally changed, opening up
tothefinancialmarkets.

Shipping used to be “very opaque and
un-investible”, says Adrian Econo-
makis, strategy director at data pro-
vider VesselsValue.com. “It used to be
about ‘I know your father’, or the ship-
owner at the top investing on gut
instinct or a roll of the dice . . . now they
have to file reports in Manhattan. It’s
becoming much more sophisticated
with private analysis and number
crunching. It should become less vola-
tilebut thathasn’t filteredthroughyet.”

Mr Rodgers of Euronav says: “Compa-
nies need to be better governed so
there’s a clean line from the earnings of
theshiptothedividendat theend.”

He argues improved reporting stand-
ards will restrict access to finance for
smaller, less professionally run compa-
nies — preventing the sort of bank
credit-fuelled spending frenzies that in
thepast ledtosignificantovercapacity.

Butothersarguetheopposite—point-
ing out that increased use of capital
market financing has coincided with

chronic overcapacity problems since
2007.

“There are two sides to this coin,” says
Paul Slater, chief executive of First
International, a ship finance consul-
tancy. “The problem in many respects
would not have got worse if the new
moneyhadnotcomein.”

Basil Karatzas, chief executive of
Karatzas Marine Advisors, a shipping
finance and brokerage firm, warns the
rapid escalation of new ships has a
downside. “For the smaller companies
this will be an existential question to
answer . . . thiscouldbeadeathknell.’’

TheBalticDry index,whichtracksthe
daily earnings of ships carrying dry
commodities such as coal and iron ore
on key routes, plunged to a three-
decade low in February, 95 per cent
below its 2008 peak, as oversupply of
ships coincided with a slowdown in the
Chineseeconomy.

“The industry should brace itself for a
waveofbankruptcies,”saysMrSlater.

Analysis. Capital markets

Shipowners anchor themselves in debt markets

The industry has transformed

through cheap financing but

fears of overcapacity are rising

62.9%
Dollar’s share of
currency reserves
by end of fourth
quarter, up from
62.4% in Q3

22.2%
Euro’s share of
currency reserves
for the final three
months of 2014

ROGER BLITZ

The dollar’s supremacy in the foreign
exchange market was affirmed by offi-
cial data yesterday, showing an increase
among the currency reserves of central
banks,while theeuro’ssharedeclined.

Quarterly data from the International
Monetary Fund revealed the dollar’s
share rising from 62.4 per cent in the
third quarter of 2014, to 62.9 per cent by
theendof thefourthquarter.

Further gains for the dollar are
expected given the strong performance
of the world’s reserve currency since
January. The past three months has
been marked by a surge in demand for

the dollar, the start of quantitative eas-
ing in the eurozone and the Swiss Cen-
tralBank’sdramaticabandonmentof its
pegtotheeuro.

As the first three months of the year
drew to a close yesterday, the euro was
set for its steepest quarterly drop
against the US dollar since the launch of
thesinglecurrency in1999.

The IMF’s report on the currency
composition of official foreign exchange
reserves, known as Cofer data, saw the
euro’s share of currency reserves fall
from 22.6 per cent to 22.2 per cent for
the final three months of 2014. On
a year-by-year basis, reserve holdings
in euros declined 11 per cent and the gap
in reserves held in the world’s two big-
gest currencies is expected to widen
when the next Cofer data are published
inJune.

Alan Ruskin of Deutsche Bank said he

expected Cofer first-quarter data to
showholdings intheeurodowntobelow
20 per cent, while the dollar’s share
shouldrise to65percent.

The fourth-quarter data suggested
central banks were not especially active
in buying the dollar and selling the euro,
once valuations were taken into
account, saidMrRuskin.

“Instead they have passively accepted
the valuation effects on their portfolio
that are propelling the dollar’s share up,
andtheeuro’ssharedown,”hesaid.

Holdings in the Japanese yen dropped
only $3.4bn, a size of fall that surprised
Steven Englander, global head of FX
strategy at Citigroup. “Given how much
the yen dropped, that level should be
muchlower, so it looksas if somecentral
bankswerebuying,”hesaid.

Yesterday saw the dollar resume its
downward pressure on the euro,

bolstered by a report showing stronger
US consumer confidence. There were
signs of a euro recovery against the dol-
lar at various stages in the past week, 
but the dollar rally appears to have
resumed ahead of the monthly employ-
mentdatadueonFriday.

Although the euro remains above the
12-year low of $1.046 reached on March
16, most strategists believe further sell-
ingof thesinglecurrency is likely.

For one thing, the European Central
Bank’s €60bn-a-month bond-buying
programme is having the effect of
weakening the euro and easing deflation
intheeurozone.

The diverging monetary policies
between the Federal Reserve and the
ECB have prompted a number of cur-
rency strategists to call for the euro-
dollar pair to go to parity later this year
orearly in2016.

Currencies

Dollar supremacy affirmed by IMF report
Share of central bank
reserves rises as euro
suffers worst quarterly fall

Shipbuilding finance

Source: Dealogic Year-to-date
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Before the crisis, the shipping industry was 
funded almost entirely by bank loans. Banks 
developed relationships with companies, some 
of which had notoriously opaque structures

A major surge in shipbuilding 
and associated financing on 
the eve of the crisis

After the crisis, many banks 
stopped lending to the 
industry altogether and 
exited with heavy losses

Capital debt and 
equity markets step 
in to fill the gap left 
by banks

Yield-hungry investors craved 
returns and shipowners 
needed new sources of capital 

‘It used to
be about: I
know your
father . . .
Now they
have to file
reports in
Manhattan’
Adrian
Economakis,
VesselsValue

Smooth sailing — but trouble ahead?
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