The Word from Hansard

Global - A surge on Wall Street and a weaker yen sent Asian markets soaring on Thursday, as dealers rediscovered their confidence in the global economy. Strong U.S. economic data also provided an opportunity to pick up cheap stocks after two days of losses.

Tokyo soared 3.24percent, propelling benchmark indexes to their biggest gains in six months. Sydney also gained at 2.40percent, Hong Kong jumped 1.84percent and Shanghai lifted 0.53percent. Wall Street provided a strong cue as the Dow stormed 2.25percent higher after the release of figures showed pending home sales rose for the third consecutive month in April.

Additionally, U.S. firms in the auto sector also reported double-digit jumps in domestic sales in May. "It's just another piece of strong economic data that shows that we are in fact continuing to recover economically," Jay Wong, equity portfolio manager at Payden & RygelWong, said.

Investors will now be looking for the release of Friday's key job figures in the United States, which will give a better indication of the state of recovery in the world's biggest economy. 

Europe - The European Union called for a single supervisor of credit-rating companies on Wednesday as politicians in the 27-nation bloc demanded a new regional agency to increase competition in the wake of the sovereign debt crisis.

The European Commission proposed giving the power to investigate, issue fines and revoke licenses to a new EU authority. The Brussels-based commission also proposed reining in risk-taking behaviour and compensation at financial companies to prevent a repeat of the credit crunch. "The changes to rules on credit-rating agencies will mean better supervision and increased transparency in this crucial sector," EU Financial Services Commissioner Michel Barnier said. "But they are only a first step, we are looking at this market in more detail."

U.K. - The pound advanced against the dollar as a report showed U.K. house prices rose to the highest level in almost two years and British stocks snapped a three-day drop, fuelling optimism that the recovery is gathering pace.

Sterling traded near the strongest level in almost three weeks versus the dollar. Nationwide Building Society said today that the average cost of a home increased 0.5percent in May, to the highest level since July 2008.

India - India plans to double Islamic banking services in the next three years to meet rising demand as an economic recovery helps boost household wealth, according to a central bank official.

The industry will grow from 6 to 12percent of conventional banking in two to three years, driven by "increasing awareness and interest" within Pakistan for investments that comply with Muslim tenets, Salim Ullah, director for Islamic banking at the State Bank of Pakistan said. The global economic crisis will also bolster appetite for Shariah-compliant products, he said. "Although the growth would be driven by domestic factors, the heightened global interest in Islamic finance, specifically after the recent financial crisis, will also contribute to the growth of Islamic banking in the country," Ullah said.

Australia - Australian exports, excluding farm goods, surged by the most in almost three decades in April as shipments of iron ore and coal to China pushed the trade balance to a surplus for the first time in 12 months.

Australia's mineral wealth and proximity to China are stoking an economic expansion that is forecast by the central bank to almost double in the next two years. That may prompt Governor Glenn Stevens to resume the Group of 20's most aggressive round of interest-rate increases later this year, after pausing this week.

Greece - Greece announced its plans for a big sale of state-owned assets, including railroads and airports on Wednesday, as the struggling government moved to shrink its huge budget deficit and fulfill the terms of an international rescue package. The sales are intended to help raise EUR3bn from 2011 to 2013. The government agreed to raise a billion euros per year over that time as a condition of the EUR110bn aid program it received from the European Union.

Commodities - Gold fell on Thursday after rising to a two-week high earlier this week, extending losses from Wednesday when strong U.S. home sales data ignited selling by speculators. However, reports also confirmed that there has been an increase in gold ETF holdings, suggesting that investor demand remained firm.

Investors await the release of U.S. payrolls data on Friday, which is expected to show 513,000 jobs were added to the economy in May, a fifth straight month of gains. This could potentially boost the dollar and weaken gold bullion's safe-haven appeal.

Currencies - The dollar fell across the board on Thursday as a rise in global share markets on the back of strong U.S. economic data helped to cool extreme risk aversion. The anticipation of encouraging U.S. jobs data due on Friday also prompted demand for riskier currencies, pushing the Australian and New Zealand dollars higher and supporting even the euro, which has been plagued by euro zone debt problems.

"Equity markets are looking better today," said Marcus Hettinger, global currency strategist at Credit Suisse in Zurich. "At least for today, we're seeing some stabilization in risk appetite."

Spotlight on the potential value in not 'following the herd' 

If the primary goal of your client's investment is that of medium/long term growth (which most are), then the idea of buying into funds that are currently out of favour may seem like a strange one.

For the last year or two, investors have been attracted by numerous growth stories and have poured money into emerging equity markets, but some argue that these markets are now overvalued and that there are better opportunities in the likes of Europe and the U.K. While investor sentiment towards these regions is poor, negatively affected by a swirl of political and economic stories, it is argued that their equity markets offer greater value for money.

Investors can become so fixated on the idea of buying 'growth' funds that they (unknowingly) bid prices up to levels where any growth is more than priced in. Therefore, with the belief that Gross Domestic Production growth ('GDP', i.e. 'output') is predicted to be comparatively low across the likes of Europe over the next couple of years, equities listed in these markets are seemingly unattractive. It is this view that may prevent your clients from missing out on what commentators call real 'embedded value', found in relatively cheap fund prices.

Central to the theory is the fact that it is proven that equity markets rarely share any correlation to GDP growth, because equity markets 'discount' growth well in advance (i.e. fund managers rely so heavily on economic predictions and forecasts, that an element of future growth is priced into their funds at an early stage). The Credit Suisse 2010 Yearbook, which uses 109 years' worth of data from 19 countries to analyse trends in returns and risk, shows that the correlation between GDP growth and equity returns is actually negative.

Despite this lack of correlation, according to the March edition of the Merrill Lynch Global Fund Manager Survey, fund managers were 21% underweight in Europe, favouring emerging markets and America, where GDP recovery has been stronger. Fund Managers with a contrary view to this would instead hold overweight positions in the likes of Britain and continental Europe - markets which, in their opinion offer embedded value (and therefore a greater chance for future growth) and are much less susceptible to asset/pricing bubbles caused by over-subscription from speculative investors.

Of course, all of the above can be neatly wrapped up under one heading; 'sentiment'. Sentiment is fuelled by many sources, including economic indicators, advertisers, fund managers and the media. Seen as one of the key drivers of global market movements, the power of sentiment is such that it has a massive influence over investment returns. Ultimately, it is the power of sentiment that determines which way 'the herd' (and therefore the majority of investment capital) heads.

More increasingly of late, however, some are of the opinion that the sentiment towards the state of a country's economy has overtaken the core fundamental to the success of fund/portfolio growth; the ability of individual companies, many with a truly global remit, to generate returns regardless of it's home-country's troubles.

