The Word from Hansard

Global - In its April World Economic report, the IMF slightly raised its overall forecast for global growth to 4.6percent for the year, compared with a previous forecast of 4.2percent. The improvement was based on a stronger than expected performance in the first months of the year, particularly in Asia. The IMF said it also expected the United States to grow slightly faster than earlier predicted about 3.3percent this year and 2.9percent next year, less than forecast by the U.S. Federal Reserve.

However, the outlook for Europe was reduced, as the combined impact of government spending cuts, continued concern over national debt and uncertainty about the banking sector undermines an economy already lagging behind the rest of the world. The IMF projected that the 16 countries that share the euro as a currency will grow just 1percent this year and 1.3percent in 2011.

Global - Stocks worldwide may rally 16percent by year-end as growth outpaces investors' forecasts, according to strategists at HSBC Holdings Plc.

Equity prices are about 25percent cheaper than their long-term average, offsetting the effect of leading economic indicators that may be peaking, Hong Kong-based Garry Evans and London-based Robert Parkes wrote in a third-quarter outlook report on Thursday. The strategists advised buying U.S., Australian, German, Spanish and emerging-markets stocks, and selling those in Japan.

"The consensus is very bearish on the outlook, with many people braced for a double dip in the global economy and a long period of sub-par growth as developed countries reduce excess government debt," the strategists wrote in the report. "With equity markets, it is always worth remembering that what is important is not what will happen, but what will happen relative to what is expected."

Asia - Concerns of overheated real estate markets in Asia are diminishing, though regional authorities need to be on guard against destabilizing developments, the International Monetary Fund said on Wednesday.

The Washington-based group said market-cooling measures implemented by emerging market economies in the region appeared to be effective in capping growth in prices. "Prudential measures appear to be taking hold," the IMF said in its World Economic Outlook. "The growth of real estate transaction values has eased and the share of real estate loans in new bank lending is also falling, although further monitoring of developments is warranted."

The IMF also upwardly revised this year's growth forecast for Asia, saying that it now expects the region to grow by 7.5percent, up from its April forecast of 7percent.

Japan - Japanese stocks rose on Thursday, boosting the Nikkei by the most in more than a month, after a U.S. trade group said retail sales in the world's biggest economy grew at the fastest pace in four years.

Sony Corp., which gets more than a fifth of its sales from the U.S., increased 4.4percent. Canon Inc., which receives almost 80percent of its sales outside Japan, advanced 3.3percent. Toyota Motor Corp., the world's No. 1 carmaker, gained 2.6percent. Mitsubishi UFJ Financial Group Inc., Japan's largest bank by market value, rose 3.4percent.

"The markets had been falling for a long time, so people who had been short on stocks now have a reason to buy," said Koichi Kurose, chief strategist in Tokyo at Resona Bank Ltd., which manages about USD54bn. "Positive data surprises show the global economy is on track to recovery."

China - China's current-account surplus will shrink for a second year in 2010 as domestic demand plays a greater role in driving the nation's economic growth, according to the State Administration of Foreign Exchange.

The gap, the broadest measure of trade, amounted to 6.1percent of China's gross domestic product last year, down from 9.6percent in 2008, China's currency regulator said in a statement on its website on Thursday. "The momentum for the trade surplus to widen will moderate," the SAFE said. "The current-account surplus as a percentage of GDP will decline further."

U.K. - U.K. manufacturing rose in May as factories increased production of electrical and optical equipment, a sign the economic recovery is keeping up momentum.

Output climbed 0.3percent on the month, the Office for National Statistics said in London on Thursday. Bank of England policy makers will probably keep up emergency stimulus on Thursday, to aid an economy facing the deepest public spending cuts in half a century at home and a debt crisis in the euro region, its biggest trading partner.

Latin America - The International Monetary Fund raised its forecasts for Brazil's and Mexico's economic growth this year while noting that Latin American economies "face some risk of overheating."

Brazil, the region's largest economy, may grow 7.1percent this year, up from a previous prediction of 5.5percent, the IMF said in a report on Thursday. Mexico, Latin America's second-biggest economy, will expand 4.5percent in 2010, revised from a previous estimate for 4.2percent expansion, the report said.

Economic growth is being supported by a rise in worldwide trade that benefits countries that export commodities, the IMF said. Mexico is the largest oil producer in Latin America, while Brazil is the world's biggest coffee, sugar and beef producer. Capital flows to emerging markets may increase as faster growth and low debt make them more attractive to investors than some advanced economies, the report said.

Germany - German exports rose by a healthy 9.2percent on the month in May as an improving global economy stoked demand, while imports surged by an even stronger 14.8percent, official data showed on Thursday.

Germany, the world's second-biggest exporter after China, exported goods and services worth EUR77.5bn (USD97.7bn) in May, the Federal Statistical Office said. Imports totalled EUR67.7bn.

The month-on-month rise in imports was the strongest since the yardstick was introduced in 1990. Exports were up 28.8percent on the year, the strongest rise in 10 years. Imports rose 34.3percent, the steepest climb since 1989.

Commodities - Oil jumped to a one-week high above USD75 on Thursday, alongside positive sentiment in Asian equities, reinforcing overnight gains triggered by an industry report showing U.S. crude inventories plunged last week. "The fear over a double-dip recession or something more dramatic has eased a little bit from a month ago," said Yingxi Yu, a Singapore-based commodities analyst with Barclays Capital.

"Market sentiment remains a very important driver. Oil really follows equity markets and other risky assets." Crude inventories in the United States tumbled by 7.3 million barrels last week, the American Petroleum Institute reported late on Wednesday, more than three times the expected drop.

Spotlight on emerging market debt
The issuance and purchase of government debt (commonly referred to as 'Gilts' in the U.K. or 'Treasuries' in the U.S.) is critical to the well-being of the global investment economy. The movement and exchange of such notes helps to achieve liquidity within investment circles and also provides government with a means of raising much-needed funds. However, such is the financial health of many of the worlds so-called 'largest' governments, that many investors are wary of purchasing the latest debt issues for fear of not being re-paid; it is this seemingly bizarre notion that has given rise to the popularity in Emerging Market Debt funds.

Liquid banking systems and low levels of government debt have made countries such as Russia, Indonesia and Venezuela attractive investment opportunities.

As rumours of a double dip recession continue to overshadow the investment world, managers are urging investors to put their money into emerging markets where they say the sovereign debt situation is better than developed markets.

Put simply, Emerging Market Debt funds (also referred to as "Emerging Market Bond" funds) can be considered as fixed interest funds with a geographic focus specific to one or more of the world's many emerging economies. Such funds vary in their specific mandate, although the majority hold assets in the form of local corporate bonds and/or local government bonds. Additionally, such assets are held in the local currency of the emerging market, so providing potential for returns on both bonds and currencies. This gives an element of hedging within a fund as bonds and currencies tend to react differently to changes in the economic cycle. In 2008, for example, many local bonds posted positive returns due to their favourable reaction to lower inflation, slower growth and central bank rate cuts, yet currencies struggled in the risk-averse environment.

The reason for the recent rise in popularity of such funds is best explained at a micro-economic level. The fall-out of the global economic crisis has meant that fewer banks have been willing to provide funding for corporate expenditure (i.e. 'loans'). As a direct result of this, more and more corporations have been forced to raise funds through bond issues, issues which, owing to a drop in global investor sentiment, come with attractive returns. Likewise, many governments have also been forced to release attractive bond issues in a bid to raise capital for economic expenditure, as a result of the usual income that they would normally collect by way of taxes reducing.

On the basis that emerging market economies are, as their name would suggest, the fastest growing, the ready supply of opportunities for fund managers to invest in is regularly replenished. It is these opportunities that Emerging Market Debt fund managers have been quick to seize upon.

Furthermore, the likes of Asia, the Middle East and Latin America share similar characteristics in common with what many would regard as "safe-haven" economies: large trade surpluses, relatively small government debts, large export sectors and high domestic savings rates, providing firmer foundations for long-term growth.

Ashmore's head of research, Jerome Booth, said "Central banks in emerging markets have strong central reserves and are countries with fiscal discipline. Emerging market sovereign debt is rated as investment grade and is certainly safer than U.S. debt."

The Hansard Threadneedle Emerging Markets Debt fund (MC67, available in HIL and HEL) holds a number of both government and corporate debt positions from emerging economies all over the world.

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.

