The Word from Hansard

China - Beijing's decision to free the Yuan from its near two-year-old Dollar peg helped fuel a global market rally on Monday on hopes that a stronger Yuan would boost spending in the world's third-largest economy and increase its demand for foreign goods, giving a much-needed boost to a global recovery.

Now, three days into the more flexible arrangement, what is clear from movements in the market is that Beijing still hopes to keep currency movements relatively stable, and investors' euphoria has quickly faded.

"The last three days have showed that hopes for a one-way appreciation are wishful thinking. We can tell that they are quite serious about allowing for two-way fluctuations," said Isaac Meng, an analyst with BNP Paribas in Beijing.

China is allowing the Yuan to move more freely to deflect criticism from its trading partners and curb inflation, while protecting a recovery in its exports. The scrapping of the peg was announced a week before President Hu Jintao meets with Group of 20 leaders this weekend in Toronto.

Japan - Growth in Japanese exports, on which the country's fragile economic recovery depends, slowed for a third straight month in May as overseas demand weakened.

Export growth is likely to remain weak in the coming months, economists said, because business restocking is dwindling and the recovery of the Chinese economy is moderating. "Exports are still growing but the pace is slowing," said Kiichi Murashima, economist at Citigroup in Tokyo. "Given global demand for restocking is tapering off and the driver for the Chinese economy is shifting from fixed asset investment to private consumption, we believe growth will continue to decelerate."

Europe - The durability of Europe's recovery looked more doubtful on Wednesday after key business surveys showed dimming confidence about the prospects of economies that are pressing ahead with austerity measures.

Euro zone purchasing managers indexes (PMI) showed private sector firms expanded at a slightly slower pace in June, but beneath the headline figures there was feeble demand for goods and services from consumers in the bloc's biggest economy, Germany.

With European governments intent on cutting spending that supported recession-hit economies, Wednesday's PMI and sentiment surveys suggest firms share many of the same worries as U.S. policymakers about withdrawing stimulus too quickly -- shaping up to be a flashpoint at this week's summit of G20 leaders.

U.K. - The ambitious fiscal tightening unveiled by Britain's coalition government this week should ensure the country retains its triple A credit standing if successfully implemented, Moody's said on Wednesday.

"The UK budget is supportive of the country's AAA rating and stable outlook because it is a key step towards reversing the significant deterioration in the government's financial position that occurred over the past two years," the ratings agency said.

The statement, coming a day after a similar endorsement by Fitch, will be welcomed by finance minister George Osborne who has staked his reputation on tackling Britain's deficit and keeping its top-notch credit rating.

Germany - Wolfgang Schauble, Germany's finance minister, has launched a forthright defence of his country's economic policy on the eve of the G20 summit in Toronto, designed to head off charges in the U.S. that its austerity measures will choke off global economic recovery.

Schauble insisted that far from "slamming on the brakes", Berlin was trying to combine an exit strategy from the present large fiscal stimulus with laying the foundations for future growth. "The German government knows it has a responsibility to promote growth in Europe and the world," he said. "We will rise to it not by piling up public debt but by fulfilling our traditional role as an anchor of stability."

Commodities - Gold slipped below USD1,240 an ounce on Wednesday as stock markets turned positive ahead of an interest rates announcement from the U.S. Federal Reserve, curbing buying of the precious metal as a haven from risk.

"It is likely the Fed chairman may sound less authoritative with respect to growth in the U.S. economy given the weak housing sales and poor job growth witnessed lately." said Pradeep Unni, senior analyst at Richcomm Global Services.

Spotlight on the rise of the super-rich
The annual 'World Wealth Report' by Merrill Lynch Global Wealth Management was published this week, providing insight as to where the world's super rich tend to live, and also how they invest.

High Net Worth Individuals (HNWIs) are defined as those having investible assets of USD1m or more, excluding primary residence, collectibles, consumables and consumer durables. Ultra HNWIs (UHNWIs) are those having investible assets of USD30m or more.

The world's population of HNWIs increased to 10 million in 2009 from 8.6 million in 2008 and HNWI financial wealth increased to USD39tn, according to the report. The number of UNHWI was 93,100 worldwide.

The year saw HNWIs reducing their holdings in cash/deposits as the allocation to fixed income increased, evidence that some are now confident to re-enter the market, albeit conservatively. Research also showed that HNWIs also returned to 'passion' investments; art and other collectibles such as coins and antiques were the most attractive to these "investor-collectors" - allocation to luxury collectibles grew to 30percent in 2009.

Asia Pacific caught up with Europe in terms of resident HNWIs, whilst it surpassed Europe in terms of HNWI wealth. After falling 14.2percent in 2008 to 2.4 million, Asia-Pacific's HNWI population rebounded in 2009 to reach three million, matching that of Europe's HNWI population for the first time.

This shift in rankings occurred because HNWI gains in Europe, while sizeable, were far less than those in Asia-Pacific, which saw continued robust growth in both economic and market drivers of wealth. Hong Kong and India led the growth in Asia-Pacific, after experiencing massive declines in their HNWI bases and wealth in 2008.

In terms of allocations, HNWI investors favoured predictable returns and cash flow, as evidenced by the rise in allocations to fixed-income instruments, to 31percent from 29percent. Equity holdings also rose, from 25 to 29per cent, as the world's stock markets recovered. Cash holdings declined slightly.

HNWIs from Latin America and Japan remained the most conservative, with HWNIs in each region holding 52percent of their aggregate portfolios in either cash/deposits or fixed income, despite surging equity prices. Investments in residential real estate regained some of its appeal in 2009 as HNWIs showed a preference for tangible assets and sought to capture some bargains as real estate prices slumped.

Overall, HNWIs in all regions except Latin America increased the relative share of holdings in markets outside their home regions in 2009. This could be reflected by an increase in HNWI allocations to emerging markets as investments flowed to regions and markets expected to have the most growth in the coming years. This shift countered a widespread trend toward asset repatriation to home regions during the crisis.

While HNWIs from the mature economic regions of North America and Europe are expected to continue increasing their allocations to Asia-Pacific in search of higher returns, HNWIs in Europe are also likely to increase their North American holdings to inject stability into their portfolios.

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.

