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MARKET STRENGTH CONTINUES
This week has mostly been dominated by predictions for the year ahead – which given the uncertain state of the world following a tumultuous 2016, 
seems like a particular folly. We have, however, had a glimpse of the way the year might pan out, with president elect Trump showing no signs of giving 
up his twitter account. A constant stream of consciousness from the world’s most powerful man has the potential to be extraordinarily disruptive, as 
Congress, Ford and Mexico all discovered this week. 

Elsewhere the positive end to the year enjoyed by the markets has carried over, with most markets gaining on their previous record high valuations. Even 
more Brexit controversy, with the UK ambassador to the EU not only resigning but giving the government both barrels on the way out, failing to have 
much impact. With survey data released this week suggesting that the services sector is extremely positive on the future, we may be entering a golden 
(albeit limited) period where a weak currency boosts competitiveness while we remain inside the free market. 

US: TRUMPS TWEETS
With Trump’s inauguration looming investors appear to be treating his twitter account 
as a crystal ball. South Korea has even created a new position for a Trump tweet 
monitor within its foreign ministry. The future president’s recent tweets regarding 

a 35 per cent tariff on cars exported from Mexico to the US and his thoughts on the North 
American Free Trade Agreement are sending a ripple of panic throughout Mexico. NAFTA has 
helped Mexico to become the world’s seventh largest car manufacturer and the fourth largest 
exporter with 60 per cent of all cars made in Mexico in 2015 sold in the US. 

Motor company Ford decided to abandon plans for a new $1.6bn Mexican car plant this week. 
The CEO of Ford explained that the decision was in response to re-evaluations on the need for 
extra capacity (rather than Trumps tweets), however, the decision to invest in an American plant 
was a vote of confidence in Trump’s pro-business policies. After the announcement the Mexican 
peso hit an all-time low against the US dollar. 

UK: PMI SHOWS ECONOMIC STRENGTH
The British pound managed to regain some lost ground versus the US dollar this 
week as UK economic data for December was released. It seems the promised 
negative effects of Brexit are yet to be seen in the UK economy as the Purchasing 

Managers Index (PMI) for the services sector remains above 50 for the fifth month in a row, 
at 56.2. PMI is a leading indicator of the economic health of the manufacturing, construction, 
retail and service sectors (a number above 50 signals expansion and a number below shows 
contraction). The news helped push sterling back above $1.23 from $1.22. 

In December the PMI for UK manufacturing revealed the sector grew at the fastest rate over 
the last 30 months with weaker sterling helping to increase exports for domestic and overseas 
clients. The figure reached 56.1, which was greater than expected and considerably higher 
than its long-run average of 51.5. The PMI for UK Construction also reached a 9-month 
high of 54.2 with a boost from an increase in house building and higher costs from sterling 
weakness. 

CHINA: RENMINBI RALLY
China’s offshore renminbi had a whirlwind few days with its largest two-day gain on 
record – rising 2.6 per cent versus the US dollar. This strength can be attributed 
to shrinking liquidity offshore and China asking state-owned organisations to sell 

dollars in order to support the currency. The offshore renminbi surge pushed the dollar lower 
against other global currencies. The US dollar hit a three-week low against the Japanese Yen, 
dropping to ¥115.6. A large proportion of the gains made by the renminbi were lost in one swift 
fall on Friday, as the currency suffered its largest daily drop in 12 months, losing 0.98 per cent. 

China recently opted to expand the number of currencies the renminbi is officially compared 
to, in order to reduce the effect of the strong dollar. The addition of 11 new currencies is likely 
to affect the volatility of the key renminbi index given the higher weighting to volatile emerging 
markets. Although the US dollar weighting has been reduced it still represents 22.4 per cent 
of the index and the uncertain future relationship between the two countries is likely to further 
add to the volatility.
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