The Word from Hansard

Global - IMF chief Dominique Strauss-Kahn on Tuesday ruled out the immediate prospect of a double-dip recession scuttling the fragile global economic recovery, despite various risks.

The "recovery will go on without a double dip," the IMF managing director responded to a question at an Economic Institute forum in Washington.

China - China's government said the world's third-biggest economy is heading in the right direction and business people and economists expect "relatively fast" growth to continue.

Premier Wen Jiabao said the nation will "further cement and develop the positive economic trend," in a statement posted on the government's website on Wednesday. He pledged both continuity and flexibility in policies amid an "extremely complicated" domestic and global outlook.

In China, government efforts to cool the property market and the threat to exports posed by Europe's sovereign debt crisis have contributed to a 27percent slump in the Shanghai Composite Index.

Meanwhile, Morgan Stanley, BNP Paribas SA and Nomura Holdings Inc. say stocks will rally as China's June 19 decision to end the Yuan's two-year peg to the dollar helps curb inflation and asset bubbles.

"We are very bullish," said Jerry Lou, the Hong Kong- based strategist at Morgan Stanley, who predicts the Shanghai Composite may climb 65percent to 4,000 by June 2011. "We like valuations and inflation will peak. All we need is a catalyst such as a change in Yuan policy."

India - Indian stocks climbed, boosting the benchmark index by the most among the world's 20 largest markets in the second quarter, as a government official said the lifting of fuel-price caps will halve oil company losses.

The Bombay Stock Exchange's Sensitive Index (or 'Sensex') gained 1percent in the second quarter. The gauge also climbed 1percent in the three months ended June, its longest quarterly winning streak since at least September 1979, according to data compiled by Bloomberg. The Sensex has climbed in every quarter since Prime Minister Manmohan Singh in May 2009 led the Congress party to its biggest electoral victory in two decades, pledging to cut a fiscal deficit and boost growth.

"The oil reform shows the government is committed to fiscal prudence," said Gopal Agrawal, head of equities at the local office of Mirae Asset Financial Group, which has USD2.5bn invested in India. "Everybody is looking at India very positively because even in the worst financial crisis, its growth was held at a higher level."

India's USD1.2tn economy expanded 8.6percent in the three months through March from a year earlier, the fastest pace after China and Brazil among major economies.

Brazil - Brazil's economy may expand at the fastest pace in more than two decades in 2010, pushing inflation further above the government's target this year and next, policy makers said in their quarterly inflation report.

Consumer prices will rise 5.4percent this year, up from 5.2percent forecast in the bank's March report, as Latin America's biggest economy grows 7.3percent, according to policy makers' base case scenario.

Wednesday's report doesn't drastically alter the central bank's "hawkish" view of the economy, said Jankiel Santos, chief economist at Banco Espirito Santo de Investimento. He estimates policy makers, led by President Henrique Meirelles, will raise the Selic rate to as high as 12.5percent, enough to slow inflation to 4.6percent in 2011.

U.S. - The S&P 500 plunged 3.1percent on Tuesday to its lowest level since Oct. 30, on concern over weakening growth in China and a slump in American consumer confidence. The decline pushed the gauge to its cheapest valuation relative to expected company earnings since March 2009, when an 80percent rally followed.

"From a risk-reward standpoint these are good entry prices," said Robert Doll, who helps oversee USD3.36tn as vice chairman and chief equity strategist at New York-based BlackRock Inc. "I think the risk of a double-dip recession is low."

Europe - The European Central Bank said it will lend banks EUR131.9bn (USD161.5bn) for three months, less than economists had forecast as a landmark year-long loan expires.

Banks need to repay EUR442bn in 12-month funds on Thursday, the biggest amount ever awarded by the ECB and a key plank in its efforts to fight the financial crisis last year. Demand for three-month cash on Wednesday was a litmus test for the health of Europe's banking system, economists said.

Spain - Moody's Investor Service warned Spain on Wednesday it had placed the country's sovereign debt rating "on review for possible downgrade" due to the weak growth prospects of its fragile economy.

The credit rating agency said it could lower Spain's Aaa rating by "one, or at most two, notches" at the end of the three-month review period. The decision was prompted by "the deteriorating (short-term and long-term) economic growth prospects", by "the challenges the government faces in achieving its fiscal targets" and by "concerns over the impact of rising funding costs over the medium term."

Commodities - Concern over the economic recovery fuelled demand for gold as a means of protecting wealth, with precious metals posting gains this week.

Gold is headed for its biggest quarterly advance since the end of 2007. Holdings in the world's biggest gold-backed exchange-traded fund rose to a record on Tuesday. The price of gold has climbed 13percent this year, reaching a record USD1,265.30 an ounce on June 21, as investors sought to protect their wealth from prolonged financial turbulence in Europe and on concern the global recovery may slow. The metal is set for a seventh straight quarterly gain, the best run since 1979.

Commodities - Oil has retreated 9.6percent since April, the first quarterly decline since the last three months of 2008. U.S. crude stockpiles tracked by the Department of Energy rose almost 12 percent this year. The U.S. is the world's biggest energy consumer, ahead of China.

The International Energy Agency, an adviser to consuming nations, forecasts that global oil demand will rebound 2percent this year after a two-year collapse that was the steepest since the 1980s. Global oil usage will rise to a record 86.44 million barrels a day in 2010, according to the Paris-based agency.

Spotlight on the next emerging markets
It is widely recognised that following years of the developed world being the stockmarket engine room, emerging markets, led by the BRIC economies of Brazil, Russia, India and China are now taking pole position for investors with one eye on the future. However, many of those who monitor global markets, looking for the next growth story, are particularly excited about a relatively new emerging market region; Middle East and North Africa (know collectively as 'MENA').

Looking at the fundamentals of the region it's easy to understand why commentators are drawing comparisons between this and the BRIC economies. Both regions are rich in natural resources, in relative economic infancy and good health, and each home to a growing and predominantly youthful population.

It would appear that the impartial view of those outside the investments industry is as equally upbeat; in its recent outlook for the Middle East, the IMF increased its forecasts for future growth to over 4percent in 2010 (most developed nations are predicted to achieve half of this). Additionally, The Economist Intelligence Unit forecasts that countries within the Gulf Co-operation Council (GCC) will grow at similar pace to Russia and Brazil.

As with the BRIC countries, the economies of MENA are shaped and in-part reliant on an abundance of natural resource, in this case - oil. Numbers suggest that in general, the fiscal policies of the major MENA economies will remain positive (i.e. be able to support planned infrastructure/development spend) if oil prices stay above USD55 per barrel. It is encouraging news then that the IMF forecast oil prices to continue to rise above the current (approx) USD76 per barrel.

As was the concern with the BRIC economies, some might suggest that MENA regions are in fact too reliant on its valuable natural resource, and that growth dependent solely on the value of oil is no basis for long-term sustainability. However, as with the likes of Brazil and China, the MENA economies can demonstrate consistent growth of the non-oil sector. Year on year, IMF figures show approximate growth of 6percent from non-oil related industries. Thus whilst oil is important for some countries and is boosting investment in local infrastructure, the story is not just about oil. More broadly, demand for consumer and financial products is set to rise across the region and markets are undergoing sector diversification.

Additionally, another concern with smaller, emerging economies is the financial health of their supporting government. The level of government debt within a given country normally reflects the credit appetite of its populous and therefore its susceptibility of potential credit risk bubbles, not to mention its ability to honour bond issues so as not to be in the same position as many EU governments are currently. However, the level of government debt in the GCC (as a percentage of Gross Domestic Product) is much lower than its Western counterparts; at just 10percent, compared to 80percent in the U.K. and 110percent in the U.S., according to 2010 IMF figures. The region's governments also maintain generous sovereign wealth reserves.

Sentiment towards global emerging market equities in general remains positive, figures from EPFR this week confirming that investors placed USD1.15bn into global emerging markets in the week ending 23rd June (whilst global equity funds saw outflows of USD976m in the same period). Furthermore, a recent survey of U.K. financial advisers by Barings Asset Managers showed that over 65percent of those asked suggested that retail investors should have an allocation to MENA in their portfolio.

David Marshall, a director of Emirates NBD Fund Managers (Jersey) Limited, managers of the recently launched Hansard Emirates MENA Opportunities Fund (MC136, available in HIL) commented "The MENA markets are a compelling opportunity right now. Following the crisis of confidence caused by the Dubai World debt standstill, securities prices were marked down significantly. This followed a period when the MENA region lagged wider emerging markets - despite strong economic growth, strong government finances and a high oil price.

"If you look at the charts, the MENA markets show an incredible correlation with Asia in the late 90s. That can be viewed as a buying opportunity and we think we are in the same place now, both for lump sum investors and for those looking to drip feed assets through Dollar cost averaging. Long-term investors should be richly rewarded for looking to enter the markets at this point."

Hansard has a variety of fund links across a diverse range of asset classes, whether your clients have a conservative, balanced or adventurous outlook. To find out more about any of our fund links please contact your Hansard Account executive who will be able to assist you further.

