China - Japan lost its place as the world's second-largest economy to China in the second quarter as receding global growth sapped momentum and stunted a shaky recovery.

Gross domestic product (GDP) grew at an annualised rate of just 0.4percent, the Japanese government said on Wednesday, far below the annualised 4.4percent expansion in the first quarter. The news added to evidence that the global recovery is facing strong headwinds.

The figures underscore China's emergence as an economic power that is changing everything from the global balance of military and financial power to how cars are designed. It is already the biggest exporter, car buyer and steel producer, and its global influence is growing.

China has been a major force behind the world's emergence from recession, delivering much-needed momentum to the U.S., Japan and Europe. Tokyo's latest numbers, however, suggest that Chinese demand alone may not be enough for Japan or other economic giants.

"Japan is the canary in the goldmine because it depends very much on demand in Asia and China, and this demand is cooling quite a bit," said Martin Schulz, senior economist at Fujitsu Research Institute in Tokyo. "This is a warning sign for all major economies that just focusing on overseas demand won't be sufficient."

China has surpassed Japan in quarterly GDP figures before, but this time it is unlikely to relinquish the lead.

Asia - Taiwan's economy expanded more than forecast last quarter, bolstering the case for further interest rate increases after the island's exports weathered global risks.

GDP grew 12.53percent in the three months through June from a year earlier, after climbing a revised 13.71percent in the first quarter, the statistics bureau said in Taipei.

Taiwan's expansion affirms the resilience of non-Japan Asia to slowdowns in the U.S. and China after Malaysia reported growth of 8.9percent on Wednesday, and Hong Kong's GDP exceeded forecasts. Rising consumer and housing prices may prompt the central bank to add to June's unexpected decision to raise the benchmark rate from a record low.

Asia - Asia's expanding middle class is likely to boost domestic spending and reduce the region's dependence on exports, helping shield it from global economic crises, the Asian Development Bank said.

The bank estimates the size of the so-called middle class population in Asia, with the ability to spend between $2 and $20 a day, rose to 1.9 billion in 2008 from 565 million in 1990. That will help consumer spending in Asia to multiply about eight times to $32 billion by 2030, accounting for 43 percent of the worldwide consumption, the report showed.

Japan - Japan's investors bought a record amount of overseas bonds last week as benchmark yields in the nation fell to a seven-year low.

Domestic buyers scooped up a net YEN2.17tn (USD25.5bn) in foreign bonds and notes, the Finance Ministry said in Tokyo, citing reports from major investors. The purchases, the most since the data began in 2001, came as demand increased for the safety of debt while economic growth slowed.

Nordic region - House prices in Sweden, Finland and Norway may slump, derailing one of the strongest rebounds in Europe and threatening to drive their economies back into recession.

Swedish real estate may fall as the 20percent of borrowers with the biggest debts struggle with burdens as much as 46 times their disposable incomes, says Royal Bank of Scotland Group Plc. Norway's central bank says low interest rates risk overheating its lending and property markets, while euro-member Finland says a bubble may be forming in its housing market.

"I'm very worried," Finnish Finance Minister Jyrki Katainen said in an interview. "There could be a housing bubble in the making in Finland. There is a risk that mortgage borrowing costs are too low."

About 95percent of mortgages in Finland and Norway track money-market levels, while about 60percent of Swedish loans are based on adjustable rates. That compares with the 90percent of German homeowners whose interest payments are fixed, meaning last year's record low borrowing costs fed into the Nordic region faster than elsewhere in Europe.

Greece - The European Commission says Greece has met qualifying conditions for the next EURO9bn of euro zone financial aid it is due to receive in September.

'The Commission considers that the broadly positive evaluation of the conditions imposed on Greece opens the way for the next phase of lending,' it said in a statement. The Commission expects euro zone member states to approve the next stage and proceed with the transfer of funds.

Of the EURO9bn, EURO6.5bn will come from euro zone countries and EURO2.5bn from the International Monetary Fund (IMF).

Germany - The Bundesbank raised its growth forecast for Germany this year after the economy expanded at the fastest pace in two decades in the second quarter.

GDP will increase by about 3percent in 2010, the German central bank said in its monthly bulletin published in Frankfurt today, lifting its forecast from the 1.9percent it predicted in June. Data last week showed the economy grew 2.2percent in the three months through June, the fastest since records for a reunified Germany began in 1991.

"The growth tempo will normalise after the extraordinarily dynamic second quarter," the Bundesbank said. "But all in all, the fundamental economic situation in Germany is very favorable at the moment."

U.K. - Britain posted a smaller budget deficit in July than economists forecast as stronger economic growth boosted tax receipts, putting the coalition government on course to reduce record levels of borrowing this year.

Net borrowing was GBP3.17bn (USD5bn), the Office for National Statistics said in London on Thursday. In separate data, retail sales jumped 1.1percent in July, the most in five months, and an index of factory orders rose to a two-year high in August.

Chancellor of the Exchequer George Osborne is preparing to detail GBP61bn of cuts to government departments as he seeks to narrow a deficit of GBP11percent of GDP to 2.1percent by 2015. Evidence the recovery is persisting may aid his argument that the economy can withstand the squeeze.

Currencies - The euro dropped for a second day against the dollar on Thursday as signs that Europe's economic recovery is waning damped demand.

The yen slid against the dollar on speculation Japan will weaken the currency and after data showed domestic investors bought a record amount of foreign debt last week. The pound advanced after the U.K. posted a narrower budget deficit than economists predicted.

"Euro concerns are still lingering in the background," said Antje Praefcke, a currency strategist at Commerzbank AG in Frankfurt. "The impact of the fiscal adjustment in Europe is real and will be felt for years."

Spotlight on China's '5 year plan'
Since 1953, the Chinese government has produced what it calls its '5 year plan'; a detailed plan telling of the ways in which it intends to drive forward its vast economy. The seemingly simple idea was adopted from a similar model that returned impressive results for Stalin's Russia in the 1950s (the only country that would sign a trade treaty with communist China, as it was setting its path to become the global super power it is today).

The amount of money currently invested in Chinese equity funds, coupled with the recent news that it has surpassed Japan to become (officially) the world's second largest economy means that there will be more interest than ever on what will be the 12th 5 year plan, currently being drafted in readiness to run from March 2011 to 2015.

As with most government reports of this type, leaked information released prior to the official publication of the report will have fund managers the world over second-guessing as to how to position their funds in readiness. Additionally, such is the sensitivity of markets at the moment; the release of any advanced information from the report may have profound effects on fund prices.

It is thought that in-particular, consumer, environment and infrastructure themes will play a dominant role in China's next five year plan, according to fund managers.

Fen Sung, manager of the Premier China Enterprise fund, said the five year plan is one of the biggest information inputs into allocation decisions, saying "It is important to look at what the Chinese government is doing and to position yourself for this. Chinese government policy is the biggest thing that affects the stock market,".

Sung said he believes the Chinese consumer will still be on the agenda for the government.

"This is mainly because China wants to move away from being so export orientated and wants to be a more balanced economy. It still wants to concentrate on exports but it doesn't want to be so reliant on them. This is because it has seen what happens when the currency strengthens or weakens or when global growth slows - it affects their exports," he explained.

"China will still continue with its infrastructure plans such as railways and building roads, but there will still be an emphasis on improving the healthcare system, helping the consumer. These are the areas which I particularly focus."

Sung said that water is currently a big topic in China at the moment and that the country is spending a lot of money on processing waste water.

"The environmental theme will be here for a long time so I do have positions in the fund to benefit from this. Companies that I invest in will work with the government, they will process the water to an adequate level and then put it back in the rivers and this is what needs to be done otherwise they will have big problems of shortages and pollution."

William Fong, manager of the Baring China Select fund and Baring China Growth fund, also expects the Chinese government to focus on consumption.

"Urban consumption has already started to improve and it is going up very strongly, but we still see that the purchasing power from the rural area is yet to pick up even though this year we have seen a slight increase. I do expect the Chinese government to continue to support and drive the rural area to encourage people to increase their spending on consumption. They need to make their consumption demand strong in order to sustain the overall economy," he said.

Fong also pointed to environmental issues, saying the government should focus on this area.

"I expect the Chinese government to continue to encourage the industry to phase out those who are not efficient or are high polluting and upgrade to the more environmentally friendly and more efficient facilities," he said.

Hansard has a number of funds available that enable your clients to participate in the China investment story, ranging from pure equity-focussed funds to specialist China environmental funds; contact your Account Executive for further information.

