The Word from Hansard

Dear Kate,

Global - World trade continued to rebound strongly in the first half of this year, rising by over a quarter from last year's levels, with emerging economies showing particularly powerful export growth, World Trade Organisation (WTO) figures showed on Wednesday.

Trade typically grows and contracts at much faster rates than the overall economy, but the WTO data confirmed the strength of the global recovery in the first half of this year.

Global exports of merchandise goods were 25.8percent higher in the second quarter than a year earlier, after a 25.7percent rise in the first quarter, WTO statistics showed.

That meant trade in the first half of the year was about 25percent higher by value than a year earlier, but still below its mid-2008 peak.

U.S. - A double dip recession is still very much a possibility in the U.S., although increasingly less likely, according to Bank of America Merrill Lynch.

The sectors of the economy that traditionally drive it into recession are already so depressed it's difficult to see them getting a lot worse, said Ethan Harris, head of developed markets economics research at BofA Merrill Lynch Global Research in New York. Inventories are near record lows in proportion to sales, residential construction is less than half the level of the housing boom and vehicle sales are more than 40percent below five years ago.

"It doesn't rule out a recession," Harris said. "It just makes it less likely than otherwise."

The possibility of the economy lapsing into another contraction during the next year is 25percent, he said in a report published on Wednesday. Harris cut his forecast for growth this year by 0.1percentage point to 2.6percent and lowered his 2011 estimate by a half point to 1.8percent, according to the report.

Federal Reserve policy makers agree that a renewed contraction is unlikely, although the risks have risen.

"I expect the economy to continue to expand in the second half of this year, albeit at a relatively modest pace," Fed Chairman Ben S. Bernanke said in an Aug. 27 speech.

BRIC - Manufacturing in China, India and Russia powered ahead in August while growth slowed in European factories, emphasising a growing divide in the pace of recovery between the rich and emerging worlds.

Between the euro zone's biggest four economies there was strong evidence of diverging fortunes, with the region's manufacturing sector expanding at its slowest pace since February, surveys showed on Wednesday.

Japan - Japan "is ripe" for more mergers and acquisitions as companies have ample cash and the level of takeover activity is lower than it should be, according to Goldman Sachs Group Inc.

Japanese companies should consolidate in industries where there is excessive competition, and be more aggressive in making acquisitions in Asia, where the long-term growth potential is high, Kathy Matsui, chief strategist for Goldman in Japan said on Tuesday. Corporate cash balances are at record highs, the yen is near its strongest level in 15 years, share valuations are low and companies are selling cross-held shares, making mergers and acquisitions more attractive, Goldman said in a report on Aug. 28.

"Increased M&A is likely to be positive for Japan as a whole since it can lead to higher growth potential and result in economies of scale to enable Japanese firms to compete more effectively in global markets," said Matsui said. "Despite being flush with cash, the absolute level of Japanese M&A is nowhere where it should be."

Europe - European Central Bank (ECB) President Jean-Claude Trichet may signal that the bank will stay in crisis mode into next year as the risk of a renewed U.S. recession threatens the euro region's economic rebound.

Policy makers meeting in Frankfurt on Thursday are likely to extend emergency lending measures for banks into 2011, economists said.

While the ECB will probably raise its growth forecasts following the news that the European economy expanded at the fastest pace in four years in the second quarter, U.S. indicators are pointing to a slackening in activity. ECB council member Axel Weber said in an Aug. 19 interview that the ECB should help banks through end-of-year liquidity tensions before determining early next year when to withdraw emergency measures.

"I guess Weber was pre-empting the consensus view of the Governing Council," said Klaus Baader, co-chief European economist at Societe Generale. "Increased uncertainty about the growth outlook abroad certainly plays a role. The ECB may not normalize its liquidity provision yet."

U.K. - The U.K. will go back into recession if the government fully implements the spending cuts necessary for a sustained economic recovery, Hargreaves Lansdown Plc Chief Executive Officer Peter Hargreaves said.

"The U.K. economy is in a really bad state," Hargreaves said today. "If we are going to have the public sector we need, which is less than half the one we've got, then there are going to be an awful lot of people earning a lot less. I believe we haven't had the worst of the recession yet."

The coalition government, led by David Cameron, is planning to cut government spending by about 25percent to lower the country's record budget deficit, which widened as tax revenue slumped during the worst recession in a generation. The FTSE All-Share Index has dropped 9.4percent since April as house price growth slowed and the government detailed spending cuts.

"My big worry is whether the government will do what they say they're going to do," Hargreaves said. "They'll be one of the best governments we've ever had if they do it. You've actually got to suffer the pain."

Australia - Signs Australia's economic expansion is spreading from the mining industry to households boosted the case for the nation's central bank to resume the Group of 20's most aggressive round of interest-rate increases.

The biggest quarterly surge in consumer spending in three years fuelled a 1.2percent gain in gross domestic product (GDP) last quarter, the Bureau of Statistics said in Sydney on Wednesday.

Economic growth is broadening from the nation's mining industry, which is undergoing a record investment boom to feed Chinese demand for iron and coal, to households that account for more than half of GDP. Chances have increased that central bank Governor Glenn Stevens will boost rates again before the end of the year, say analysts at UBS AG and Nomura Australia Ltd.

Commodities - The International Monetary Fund's gold reserves fell by 16.85 metric tons in July as Russia added 16.2 tons to its holdings.

Reserves of gold at the IMF were 2,917.07 tons at the end of July, compared with 2,933.92 tons a month earlier, data on the IMF's website show. Russia increased holdings to 726.02 tons last month from 709.81 tons, according to the figures.

The IMF plans to sell a total of 403.3 tons of gold. India, Mauritius and Sri Lanka bought 212 tons last year, and the IMF in February said it would begin selling the remainder on the open market.

Central banks have increased holdings and gold-backed exchange-traded fund assets owned by investors yesterday climbed to the highest levels since at least 2003, according to data compiled by Bloomberg.

Gold for immediate delivery traded at USD1,249.15 an ounce on Wednesday. Prices climbed to a record USD1,265.30 on June 21.

Spotlight on the insatiable appetite for gold
Accelerating demand from India and China will keep demand for gold robust throughout 2010, according to the World Gold Council (WGC).

According to the WGC's Gold Demands Trends report for the second quarter of 2010, total gold demand rose by 36percent to 1,050 tonnes compared with second quarter of 2009.

Meanwhile, over the same time period, investment demand for gold surged by 118percent. The WGC says it is the result of uncertainty in the global economic recovery and the spill over of European sovereign debt concerns.

The report says: "Economic uncertainties and the ongoing search for less volatile and more diversified investments such as gold, are likely to underpin demand for investment gold in the immediate future. In particular, European retail investors appear to be making an increasingly important contribution to investment demand, with lingering concerns over public debt levels and the euro helping to drive demand."

The report adds India and China will continue to provide the main thrust of demand growth, particularly for gold jewellery, for the rest of 2010.

"The WGC believes support on the demand side of the gold market is expected in coming months," says the report. "First, the gold price has experienced a pullback since the end of the second quarter due to short-term profit taking and a seasonally weak period for gold jewellery. Secondly, speculative positions have turned neutral and thirdly, the third quarter tends to be a seasonally strong period for gold jewellery."

There is no definitive answer to where the price of gold will be in 2011. The best an investor can do is to look at possibilities based on historical data. If an investor assumes that paper currency will continue its debasing trend, what would be a high estimate on gold prices per ounce? To answer that one needs to look for the highest that gold has been in the past.

January 21st, 1980 saw the price of gold reach USD850 per ounce. To understand how much money this is worth today one would need to adjust the figures according to the Consumer Price Index: USD850 in 1980 is worth USD2,250 in today's terms. Thus, promoters argue, if gold were to repeat the value of a previous high it could double from the price it is trading at currently.

Other analysts suggest that because the current economic output is many times greater than 30 years ago, the peak price of gold could even reach USD5,000 per ounce.

On the other hand the argument could be made that markets are based on mass psychology and trader emotions. Some might suggest that the average person would not believe that the price of gold could ever reach up to USD5,000, thus creating a resistance to that level ever being achieved. Some analysts believe that as the market recovers in 2011 and beyond, the price of gold will retreat dramatically as the economic woe gets pushed to the backs of people's minds and their hedging tactics are tossed aside.

Nobody has the complete picture on the future of gold prices. If one feels that the current economic and political unrest are a sign of things to come, then gold could very well continue its advance in price. If one feels that the economy will continue to recover then they should exercise caution when buying gold related investments.

Figures suggest, however, that more analysts and investors are increasing their bets on gold with some forecasters saying the rally will continue no matter what happens with the U.S. economy (the fortunes of the U.S. economy/dollar currency and the price of gold are normally intrinsically linked. This is borne from a historic trend for investors to turn to gold as a 'safe haven' during recessionary periods of the world's largest economy).

"Either a swift economic recovery or further dismal economic performance should bring new buyers into the market," Eugen Weinberg, an analyst at Commerzbank AG in Frankfurt who expects gold to rise as high as USD1,400 next year, said. "A stronger economy would create more jewellery demand. If the economy stays weak or gets worse, then investors will be looking for a safe haven."

There are three distinct ways of accessing gold as an investment: 1. Simply buy gold bullion, 2. Invest in a fund which buys and sells 'physical' gold bullion, utilising the skills of precious metal experts, or 3. Invest in a fund which holds shares in companies with gold 'links' (commonly shares of companies involved in the mining, processing and dealing of gold). It is the second of the three options that is currently proving extremely popular, as unlike the third option, such funds look to track the movement of the gold price rather than be correlated to the success of the company shares held in the fund (which may be affected by shareholder votes, dividend payments etc), as in option three. Furthermore, investing in a unitised physical gold fund provides a fully liquid means of gaining gold exposure, unlike option one.

The Hansard Aliquot Gold Bullion fund (MC85, available in HIL), provides your clients with an indirect exposure to the movement of the gold price, as in 'option 2' above. Alternatively, the Hansard BlackRock World Mining fund (MC120, available in HIL and HEL) and the Hansard JPM Natural Resources fund (MB28, available in HIL) contain some holdings in companies involved in the extraction of gold, plus other precious metals, as in 'option 3' above . Contact your local Account Executive for further information.

