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SINGAPORE: The long cycle of falling
interest rates in Asia could be over after
the US Federal Reserve’s third rate rise in
15 months was followed quickly by
monetary tightening in the world’s sec-
ond-biggest economy, China. The Fed’s
widely anticipated rise of 25 basis points
on Wednesday was also only its third
since the global financial crisis, having
reined in earlier temptations to raise
rates out of concern for the impact on
fragile emerging economies that still
needed looser monetary conditions.

But the Fed signalled again that such
reticence is over, repeating its projec-
tions for at least two more rate rises this
year as the US economy strengthens.

“At the very least, the Fed’s desire
to step up the pace of policy normal-
ization has changed the conversation
at many central banks globally,” said
Sean Cal low,  an economist  with
Westpac in Sydney.

“Further monetary easing is now
largely seen as only if needed to ‘break
the glass’, not a plausible baseline.” The
People’s Bank of China promptly raised
the rates on the short-term funding
operations it conducts for the country’s
banks for a third time this year yesterday.

The Fed’s move would otherwise
make it harder for China to stop its cur-
rency weakening and arrest a persistent
outflow of capital. China also wants to
cool a run-up in debt and the risk of a
property bubble. The Bank of Japan
(BOJ) announced the verdict of its regu-
lar policy meeting on Thursday, opting
to stand pat with its 0.1 percent short-
term interest rate target and a loose
commitment to keep buying bonds,
though core inflation is far below its
ambitious 2 percent target.

Some analysts expect the BOJ will in
due course have to raise its zero percent

yield target for 10-year Japanese gov-
ernment bonds. Broader evidence of the
shift in central bank thinking will be on
hand later in the day as central banks in
Indonesia, Norway, Switzerland and
Britain review policy.

The currency challenge
The Fed’s new policy path is a sea

change for global markets used to a
decade of easy money. And while
emerging markets are showing some
signs of strength, with a recovery in
commodity prices and growth in
exports, they are struggling to fire up
domestic demand. But their freedom to
fit domestic rates to local demand con-
ditions is constrained by the need to
keep hold of the foreign capital that
flooded in seeking higher yields when
developed world rates were at rock bot-
tom. And they also need to prevent
their currencies from tumbling against
a rallying dollar.

“Even if domestic conditions warrant
a cut, fears about exacerbating financial
market volatility will keep central banks
cautious,” said Tim Condon, ING’s chief
Asia economist. “It definitely compli-
cates life for those central banks that
either needed to or wanted to cut rates.”

Condon was expecting Indonesia’s
central bank to cut rates twice this year,
but says he is now “uneasy” about that
call. “To the extent that US rate hikes do
put pressure on Asian central banks to
tighten policy, it will be through curren-
cy movements,” Gareth Leather, senior
Asia economist at Capital Economics,
said in a note.

Emerging markets have already had
a dress rehearsal for such circumstances
in 2013, when the threat of Fed policy
tightening triggered a “taper tantrum”
of volatility, prompting central banks in

India, Indonesia and elsewhere to
defend their currencies via higher rates.

South Korea is also juggling compet-
ing pressures. Its policy rates are barely
above the Fed’s, it wants to avoid unset-
tling a highly indebted housing sector,
but it also has a huge amount of foreign
money in its bond market that could
take off for greener pastures.

The Fed’s raise was not the only
piece of news that could encourage the
world’s central banks to a firmer stance.
Elections in the Netherlands, where the
anti-EU party of Geert Wilders won few-
er seats than expected, came as a relief
to markets, though next month’s presi-
dential election in France is still hanging
over the continent, with the far-right
Front National candidate Marine Le Pen
showing strongly. For Switzerland,
uncertainty has the opposite effect on
its safe-haven currency, driving it higher
despite negative interest rates.

The Swiss National Bank is not
expected to change its rates later in the
day. Its negative rate policy, in place
since 2015, is aimed at curbing demand
for the currency in a period of destabiliz-
ing elections across Europe that could
boost anti-establishment parties. The
Norwegian central bank, while keen to
start raising rates, is likely to keep rates
on hold, too, after a tumble in inflation
as it worries about a strong currency.
The dilemma for the world’s central
banks is that markets driven by the Fed’s
lead will force them to respond, regard-
less of domestic conditions.

Callow at Westpac said the domestic
logic, “in any country or zone where
wages growth is weak and core inflation
not on a clear self-sustaining uptrend”,
would otherwise be to ease policy.

“Which is actually most of the world,”
he said. — Reuters 

US Fed rate moves could 
spell end to Asian easing
Move pressures emerging economies despite local conditions

Anti-austerity protests 
break out across Brazil
SAO PAULO: Demonstrators occupied Brazil’s finance min-
istry, flooded the center of Sao Paulo and went on strike in a
string of cities on Wednesday to protest reforms to the cash-
strapped country’s pension system. The biggest demonstra-
tion took place in the financial powerhouse Sao Paulo, where
thousands of people filled a section of the main avenue.

Addressing a cheering crowd organizers said numbered up
to 80,000 people, the fiery former leftist president Luiz Inacio
Lula da Silva said the government wants to “end the achieve-
ments of the working class over the past years.” “The people
will only stop when they choose a government democratical-
ly,” he said, alluding to the impeachment of his chosen suc-
cessor Dilma Rousseff last year, which installed the current
center-right President Michel Temer in office. Lula leads the
polls ahead of elections next year.

In Sao Paulo, a strike by metro and bus workers in Sao
Paulo earlier had paralyzed the morning rush hour. During a
dramatic protest in the capital Brasilia, hundreds of activists
burst into the finance ministry before the start of the workday,
occupying the building until late afternoon. Police said they
vandalized the ministry and broke windows.

Staff at public schools in Rio de Janeiro also went on strike,
trash collectors stopped work in Curitiba and the metro was
shut down in Belo Horizonte, according to the news portal G1.

Rio’s protest ended in turmoil when some demonstrators
clashed with the police, who threw tear gas and stun
grenades, Globo TV reported. The unrest in more than 20
cities marked the most serious challenge in the streets so far
to Temer’s attempts to tame the budget and restore an econ-
omy mired in two straight years of recession. “We’re on strike
for the future of the country,” said Rio teacher Mirna Aragon
at a protest with thousands of other people. “The rights of
workers have been thrown in the gutter.”

Question of rights 
A provision to set the retirement age at 65 is central to the

pension reform-a shock to a country where many are able to
draw pensions at 54. That reform is needed to prevent the
pension system’s “collapse,” the hugely unpopular Temer said
in an address on Wednesday.

“No one will have their rights taken away,” he said, describ-
ing the reforms as “saving the benefits of today’s retirees and
of the young who will retire tomorrow.” Arguing that the
country will be driven to bankruptcy if austerity measures are
not taken, Temer has already steered a 20-year budget freeze
through Congress.

He got one piece of good news Wednesday when financial
ratings agency Moody’s upgraded its outlook for Brazil from
“negative” to “stable.” However, leftist opposition organiza-
tions say Temer is punishing ordinary Brazilians already suffer-
ing the worst recession in the country’s history, with unem-
ployment at a record 12.6 percent-around 13 million jobless.

Popular actor Wagner Moura-who plays the drug lord
Pablo Escobar in the Netflix series “Narcos”-added his voice,
saying “this reform represents yet another enormous blow to
the rights of Brazilian workers.” 

When Temer took over last year-after his leftist predeces-
sor Rousseff was impeached for illegally manipulating gov-
ernment accounts with unauthorized loans-he made a
return to economic health his main goal, saying he does not
care if austerity measures decrease his already rock-bottom
popularity. — AFP

BRASILIA: The words “Temer Out” are stenciled in
Portuguese on a column of the Economy Ministry head-
quarters during protest against pension reforms pro-
posed by Brazil’s President Michel Temer’s government in
Brasilia, on Wednesday. — AP

CHICAGO/WILMINGTON:  When leading US coal miner
Peabody Energy Corp emerges from bankruptcy next month,
a group of seven investment funds could reap hundreds of
millions of dollars in gains from an unusual sale of discounted
company stock. Six hedge funds and a state investment fund
together own about half of the company’s unsecured bonds,
according to a January disclosure statement from Peabody.
They used that leverage to gain access to a private placement
of company stock, which has become surprisingly valuable
amid an unexpected coal resurgence.

The exclusive offering for institutional investors will be
challenged in bankruptcy hearings starting Thursday by a
group of individual investors who were shut out. Those
investors - who said in court filings that they own between
5 and 7 percent of the unsecured bonds - will argue in US
Bankruptcy Court in St. Louis that Peabody’s reorganiza-
tion plan should be rejected because it violates a bank-
ruptcy statute requiring equal treatment for owners of the
same securities.

“This is absolutely theft from a small group of people
who are powerless,” said Edward Hindelang, 69, a longtime
investor in Peabody’s stock who started buying its bonds
when clouds gathered over the coal sector in 2015. St. Louis-
based Peabody declined to comment, but has argued in
court that its Chapter 11 restructuring plan maximizes value

for all investors and creditors. Extra benefits for major
investors reflect their outsized role in negotiating and
financing the company’s bankruptcy exit, the company has
said in court filings.

Two of the hedge funds - Elliott Management and
Aurelius Capital Management - played a pivotal role cutting
the deal.  Elliott and Aurelius gained negotiating clout by
threatening a protracted legal challenge aimed at using an
accounting change to strip $1 billion in collateral from a
loan arranged by Citibank.

Elliott, Aurelius and Citibank declined to comment.
Individual investors are being shut out of a private placement
of $750 million in newly minted Peabody preferred stock - at
a 35 percent discount to the company’s estimated valuation.
The sale of stock, which comes with attractive dividends and
other benefits, is only open to institutional investors who hold
Peabody bonds, including the seven funds.

Individual investors can, however, buy stock at a discount
of at least 45 percent in a separate $750 million common
stock offering, which is also open to major funds. 

In both stock sales, the number of shares investors are
allowed to buy is based on the amount of Peabody debt they
hold. Individual investors argue they should have access to
both opportunities, which would allow them to buy much
more discounted stock. — Reuters 

Hedge funds to reap big gains from
bankruptcy of coal miner Peabody 


