The Word from Hansard

Global - The week's market and economic news has once again been dominated by the 'bail out' of Greece by the International Monetary Fund (IMF) and European Union. Sunday's announcement that a USD975bn loan-guarantee would assist Greece in honouring its debt obligations, and also hopefully prevent risk spreading further afield, was initially met enthusiastically by global stock markets. However, some of Monday's gains were wiped from the value of most markets when trading closed on Tuesday as the near USD1tn package was suggested as not being large enough.

In response, OECD secretary Angel Gurria said that the rescue package for the eurozone is credible and "the right size". Of the total, EUR60bn will be in a form immediately accessible to troubled eurozone economies, with up to EUR440bn guaranteed by the eurozone nations, as well as the possibility of voluntary help from elsewhere within and outside Europe. The IMF's share of the pot is EUR250bn in loans.

Global - The annual inflation rate in the Organisation for Economic Cooperation and Development (OECD) area rose to 2.1percent in March, up from 1.9percent in February according to the OECD. A rise in energy prices, which increased by 11.3percent in the year to March, compared with an 8.4percent rise in February, was the main factor attributed to the monthly rise in consumer prices. Meanwhile consumer prices for food recorded their first positive rate since September last year, rising 0.2percent in the year to March.

Canada was the only G7 country in which annual inflation slowed, falling from 1.6percent in February to 1.4percent in the year to March. In Britain, inflation rose from 3percent to 3.4percent, while in Germany it rose from 0.6percent to 1.1percent. America recorded a more modest rise (2.3percent, up from 2.1percent), while deflation continued in Japan with consumer prices falling 1.1percent, a rate unchanged from the previous month.

U.S.A - Federal financial regulators forged ahead on Monday to try to prevent a repeat of last week's roller-coaster stock ride. Officials from the Securities and Exchange Commission (SEC) and the major stock exchanges agreed on Monday to immediately revise market wide 'circuit breakers' that temporarily halt stock trading in the event of a major decline (and attempt to return the market to orderly trading), and to draft similar measures for individual stocks that will be applied uniformly across markets.

In a statement issued after their meeting, the SEC said, "As a first step, the parties agreed on a structural framework, to be refined over the next day, for strengthening circuit breakers and handling erroneous trades."

U.S.A - America's economy grew at an annual rate of 3.2percent in the first quarter of 2010, according to the advance estimate published on Tuesday by the Bureau of Economic Analysis (BEA). This growth in GDP in the first three months of the year represents a slowdown from that recorded in the final quarter of 2009, when real GDP increased 5.6percent.

According to the BEA, the deceleration in GDP in the first quarter reflected slowdowns in private inventory investment and exports, and a downturn in residential fixed investment.

Japan - Japan will try to ensure that new bond issuance in the next fiscal year does not exceed the amount earmarked for this year, the finance minister said, as the Greek debt crisis adds pressure on Tokyo to rein in its huge public deficit.

The government may consider setting a cap on some areas of spending in crafting the state budget for the year beginning in April 2011, finance minister Naoto Kan said on Tuesday. "Markets are becoming sensitive to sovereign risk so in order to prevent this from happening we need to make as much effort as possible so that issuance does not exceed YEN44,300bn"

India - India's greenhouse gas emissions grew 52percent in 2007 from 1994 on expansion of the energy and transport sectors and growth in industry. The South Asian nation emitted the equivalent of 1.9bn metric tons of carbon dioxide in 2007 compared with 1.25bn tons in 1994, the environment ministry said in a report released in New Delhi on Tuesday.

India, the world's fourth-largest emitter of gases blamed for global warming, has rejected binding targets on emissions, saying they would hamper growth.

Australia - Australia's government aims to bring the budget into surplus three years ahead of forecast, seeking a "solid buffer" against a European debt crisis that threatens to undermine the global recovery.

Treasurer Wayne Swan, releasing the annual budget in Canberra on Tuesday, estimated a AUSD1bn (USD900 million) surplus in 2012-13, from a AUSD40.8bn deficit in the year to June 30, 2011. He said he'll keep a 2percent cap on spending growth until the surplus reaches 1percent of gross domestic product.

The pledge reflects concern that investors will punish countries that fail to rein in deficits, which swelled during the world recession.

Europe - Eurozone nations should take a big step towards integration with a new system of cross-border budgetary co-ordination, according to the head of the IMF.

Dominique Strauss-Kahn, IMF managing director, suggested introducing short-term fiscal transfers between member states as a way to avoid a repeat of the crisis that has shaken financial markets. "What you need is stronger surveillance and tools to organise transfers from one part of the area to other parts" he said.

The IMF head stressed that he had in mind short-term budgetary transfers rather than a permanent arrangement under which Germany, for example, would prop up debt-burdened countries such as Greece and Portugal.

U.K - George Osborne, the new Tory chancellor, has been forced to water down plans to hand over banking supervision to the Bank of England under a five-year coalition deal struck with the Liberal Democrats.

Tory officials admitted that the Financial Services Authority could survive the planned shake-up of banking regulation, a move that will delight many in the City who feared that Mr Osborne's original plan would lead to serious upheaval. While the Bank will be given macro-prudential control - monitoring systemic risk in the economy - the Liberal Democrats insisted that it should not also be responsible for regulating individual banks.

Currencies - The dollar may extend this year's 12percent climb against the euro even after Europe's USD1tn plan to rescue Greece and other debt-laden governments, said Deutsche Bank AG, the world's biggest currency trader.

"The risk of default has receded for the time being, but emergency measures alone will not be enough to lift the euro" said Koji Fukaya, a senior currency strategist at Deutsche Bank. Europe needs sustained efforts to rebuild the finances of indebted nations, not just emergency loans, he said.

Commodities - Crude oil fell to below USD76 a barrel on Tuesday, on concern that Europe's bailout of almost USD1tn may not be sufficient to end the region's sovereign debt crisis. "Greece and other macro aspects are dominating the market, leading to higher risk aversion" said Hannes Loacker, an analyst at Raiffeisen Zentralbank Oesterreich in Vienna. "For the time being we'll stay below USD80, but with U.S. product demand improving we should go back above it within two months."

Commodities - Gold prices have soared to record highs against the backdrop of troubles in the eurozone and heightened risk aversion.

Since April 1 the nominal gold price in euro terms has risen from EUR850 per ounce to EUR950 because of a weakening euro and stronger demand for gold. Likewise, gold prices in sterling terms have risen to record highs.

In dollar terms, traditionally used to express the metal's value, gold is only 2percent from its record high of USD1,226 per ounce, reached in December 2009. Ian Williams, the manager of the Way Charteris Gold fund, expects gold to rise from USD1,200 to USD1,500 over the next six months. Within a year, he says, it could easily rise to USD1,700.

Spotlight on Gold investing

Traditionally marketed as a hedge against inflation or the U.S Dollar, the recent bailout of Greece has reinforced the demand for gold as an investment that is generally considered to be immune not only to localised market conditions, but also to the global, macro environment.

Whilst some investors have returned to equity markets over the past year or so, there are still many that had favoured the 'safe haven' of government-issued bonds. Quite often these bonds have offered attractive returns as governments look to raise much needed funds. The recent inability of Greece to honour its own issue of bonds has embedded fear of contagion across European, if not global markets, meaning that 'safe havens' are in short supply, which is great news for gold both now and into the future.

The inability of a single country (particularly one that had been accepted into the European Union) to honour its debts triggered something of a rally to 'physical assets'. Being the most popular of physical assets, the price of gold promptly hit record highs last week, almost immediately after Greece's financial affairs were made public. Japanese yen-priced gold hit its highest in 27 years, according to Reuters data, while gold priced in Canadian and Australian dollars and South African rand reached its highest in five months.

Gold is also proving attractive not only because of the above. Now more than ever, gold is facing something of a 'supply and demand' crisis. Whilst new, emerging market economies demand more and more gold, production quotas (imposed by governments rich with plentiful gold resources) mean that gold production is actually gradually reducing. The fact that 20% of all gold currently mined is now held as assets within 'physical gold funds' (as opposed to just 8% in 2007) illustrates the popularity of the metal as an investment. In fact, gold bought for investment into physical gold funds exceeded jewellery fabrication demand for the first time since the 1980s recently.

Furthermore, many of the major asset management companies continue to launch their own gold funds, suggesting that the experts see real value into the future. Additionally, many governments are actively adding to their gold reserves as opposed to purchasing other currencies, such is the fear of fluctuation and worse still, default.

There are three distinct ways of accessing gold as an investment: 1. Simply buy gold bullion, 2. Invest in a fund which buys & 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.

Angus Murray, CEO of Castlestone Management , managers of the Hansard Aliquot Gold Bullion fund (MC85, available in HIL) commented "The recent economic events in Europe ("Sovereign risk") highlight the continued need to own an asset that acts as an insurance policy in a portfolio. Gold has shown once again to have this very necessary quality. Additionally the only way it seems these economic issues will be resolved is by quantitative easing, which inevitably leads to the devaluation of money. As we have seen over the last decade (1999-2009) gold is one of the only liquid assets that protects against the decline in the value of money".

