The Word from Hansard

Dear Kate,

Global - The world economy will cool in the next few months as powerhouses China and the United States gear down and governments attempt to reign in debt, a Reuters polls of over 600 economists showed on Wednesday.

Yet several Asian economies, like India's and South Korea's, are expected to perform better this year than thought just a few months ago, underscoring how uneven the global recovery has become from a historic financial crisis and deep recession.

Reuters polls conducted around the world over the past several days show little conviction about growth forecasts for the U.S. in the coming quarters and no Federal Reserve interest rate rise until next year.

But looking further out, economists remain optimistic about world growth prospects. They expect decent global GDP growth of 4.2percent this year and 4.0percent in 2011, slightly earlier than the last poll taken three months ago.

There is also a consensus view among analysts that the quarter just ended was stronger than many had been forecasting earlier in the year, meaning an impending slowdown in the second half could pinch, even if things brighten again in 2011.

Japan - Japan's central bank raised its economic growth forecast on Thursday, while holding its key interest rate near zero to keep borrowing costs low. As widely expected, the Bank of Japan's eight-member policy board voted unanimously to leave the overnight call rate target at 0.1percent. The Bank has not changed the rate since December 2008.

It described the world's second biggest economy as showing "further signs of a moderate recovery," fuelled by high growth rates in emerging countries. Exports and production, particularly of high-tech goods, are expanding and translating to stronger corporate profits and business sentiment.

The labour market remains weak, "but the degree of severity has eased somewhat," the central bank said. Deflation also persists, though prices are falling at a slower pace.

China - Foreign direct investment in China rose to the second-highest on record in June, indicating overseas investors' confidence in the country's long-term growth, even as the global economic recovery shows signs of weakening.

Investment climbed 39.6percent to USD12.5bn, the Ministry of Commerce said in Beijing on Thursday. That's the most since December 2007 and the fastest pace of growth since December 2009, according to previously released data from the ministry.

The International Monetary Fund last week raised China's growth forecast to 10.5 percent this year, three times the pace of the U.S., as government policies support consumption and investment. Companies including Volkswagen AG and Tesco Plc. are seeking to increase investment to tap rising incomes in the world's fastest-growing major economy.

"More than ever, the expanding Chinese market is attractive to companies around the world," David Cohen, a Singapore-based economist at Action Economics, said before the data was released. "Even with increased wages and the appreciation of the Chinese currency, it's still a competitive location for production and close to growing markets."

China - China's economic expansion eased to 10.3percent in the second quarter and industrial production cooled more than forecast in June, signaling a deeper second- half slowdown that may add to risks for the global economy.

The figures signal a diminishing risk of economic overheating and give Premier Wen Jiabao more room to scale back restrictions on bank lending or property purchases by year-end. The Shanghai Composite Index of stocks slid the most in two weeks, leading declines across Asia as weaker growth in China added to European budget cuts and limited American job gains.

"There's no more tightening happening in China" given the slowing expansion, said Stephen Green, head of China research for Standard Chartered Bank in Shanghai. "Policy makers may loosen some real-estate curbs and approve more infrastructure and investment projects in the fourth quarter as growth slows toward 7percent before picking up into 2011," he said.

Spain - Investors bought all EUR3bn (USD3.8bn) of 15-year bonds offered by Spain, with demand strong enough to ease concern the nation would struggle to cover debt payments after Greece's bailout. "The Spanish auction went well," said Chiara Cremonesi, a strategist at UniCredit Research. "Appetite for Spanish paper is alive."

Spain, which has to repay EUR24.7bn of debt this month, has the third-largest deficit in the euro region and its banks are dependent on the ECB for funds. Prime Minister Jose Luis Rodriquez Zapatero risks losing power as he pushes through austerity measures including cutting workers' hours, freezing pensions and reducing severance pay.

Germany - Germany expects to cut its budget deficit to meet the European Union's limit of 3percent of gross domestic product in 2012, a year earlier than previously planned, Finance Ministry figures showed on Thursday. The ministry released the new deficit projections after a raft of recent economic data pointed to a strong economic pick-up in the second quarter of this year.

Germany has urged euro zone countries to rein in their deficits to secure the stability of the European single currency, resisting pressure from U.S. policymakers and others to leave fiscal support in place.

Currencies - Europe's single currency made it through a year of financial turmoil in 2009 in good shape and is still the world's second biggest reserve currency, the European Central Bank (ECB) said on Wednesday.

An annual ECB review of the currency's international role found "the euro remained firmly anchored in 2009 as the second most important international currency globally, after the U.S. dollar" and ahead of the Japanese Yen.

Although 2009 witnessed a major economic crisis and disruptions to financial markets, the study suggests "that any shifts in the international or global role of the euro as a direct consequence of the crisis cannot be detected."

Commodities - Gold gained in London on signs of slower growth in the U.S. and China, and speculation that a weakening Dollar will boost demand for the metal as an alternative investment.

The Federal Reserve cut its forecast for the U.S. economy's expansion on Wednesday, and China said the pace of growth dropped in the second quarter. The dollar fell to a nine-week low against the Euro on Thursday. Gold, which typically moves inversely to the Dollar, is trading 4.1percent below a record set last month.

"The safe-haven part for demand is important and will be the most important thing to watch in the next few weeks," said Dan Smith, an analyst at Standard Chartered Plc in London. "Gold seems to be reverting back to its relationship with the dollar. There is also an argument that the selloff in gold from its high was overdone."

Spotlight on 'the flight from the U.S.'
Current sensitivity of markets is such that the release of almost any kind of research or economic indicator news has a profound effect on global stock markets. This, combined with regionalised economic uncertainty makes some investors understandably tentative when making their next investment decision. Therefore, understanding the general feeling amongst the 'experts' can go some way in assisting investors, and their advisors, in making informed investment decisions.

The Bank of America (BofA) Merrill Lynch Fund Manager Survey is highly regarded as a piece of research that has its finger on the current investment pulse. 202 of the world's leading fund managers (with a total of USD530bn in assets under management collectively) give their current and future sector positions. The results of the most recently published report make for an interesting read...

A large fall in risk appetite and global growth expectations has led global fund managers to slash their weightings to America and raise their exposure to cash, according to the survey.

Having held an average net 20percent overweight position in American equities in June, global asset allocators took a 7percent underweight stance in July as concerns for the outlook for U.S. equities hit their highest point since November 2006.

Indeed, for the first time since November 2007, global fund managers said that over the next 12 months America was the region they most wanted to underweight.

Instead asset allocators are moving into the long-time unloved eurozone, with the underweight stance in the region rising from a net 34percent underweight in June to a net 10percent underweight in July.

Gary Baker, the head of European equities at BofA Merrill Lynch Global Research, says this month's survey in many ways parallels that of March 2009.

For example, in terms of sectors, 'materials' fell to their most unloved level since March 2009 to a net underweight of 3percent, while exposure to 'pharmaceuticals' (traditionally considered a safe haven play during volatile times) hit its highest level since March 2009 as investors rotated into the more defensive areas of the market. At the same time, 'commodity' weights were cut to a net 1percent underweight for the first time since March 2009.

"All the pointers go back to March 2009," says Baker. However, he adds while investors have become more cautious on their outlook for global growth, more than two-thirds of them do not forecast a recession over the coming 12 months.

Cash weightings rose to 4.4percent in July from 4.1percent in June, as weightings to global equities were cut from a net overweight in May to just 11percent overweight in July.

However, Baker says while investors have cut back their weightings to equities, he adds for the first time since March 2003 equities in July were viewed to be at their cheapest value relative to bonds.

Emerging markets have been gaining in popularity with 34percent of respondents overweight in the region's equity sector, up from 19percent in May. The report also revealed 48percent of investors identify emerging markets as the region they would most like to overweight over the next 12 months, more than double the reading in May.

