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PRESIDENT XI JINPING STEALS THE SHOW
This week the World Economic Forum in Davos provided some refreshingly original news. While Trump and Brexit were still firmly on the agenda, one of 
the key events was the address by Chinese president Xi Jinping – the first by a Chinese leader at the summit. While a speech at the conference is a small 
fry in the grand scheme of things, the fact that he was championing the causes of free trade and climate change suggests China sees an opportunity to 
step up and assume the mantle of global leader. A wholly unexpected and monumental shift.

Elsewhere, away from the ongoing circus, the serious business of transitioning a government has been taking place in the US. Unlike the UK, the US 
senate needs to approve every head of department before they can take office – which gives a valuable insight into some of the new administrations 
priorities. Most candidates have admitted to disagreeing with their boss on at a least one key issue, which makes it even less clear which direction the 
country will head in.

EU: DRAGHI OPTS FOR NO CHANGE
As expected, the European Central Bank left rates and the asset purchasing 
programme unchanged on Thursday. When questioned about rising inflation in the 
euro-zone (now 1.1 per cent year-on-year) the ECB President, Draghi, commented 

that the increase in inflation could largely be attributed to rising energy prices rather than 
euro-zone strength. It is likely that the recent success of the single currency zone is largely 
due to the global economy rather than any specific euro-zone activity. The governing council 
also commented that if the economic outlook becomes less favourable the asset purchasing 
programme could increase, both in size and/or length.

Currency markets interpreted Draghi’s comments as dovish and the euro dropped 0.4 per cent 
versus the US dollar. Draghi’s also had a message for Germany’s savers to be patient. The 
country’s recent year-on-year inflation high of 1.7 per cent is frustrating the nation as they seek 
higher rates. When quizzed about Trump, Draghi refused to comment on the president-elect’s 
contradictory policies and said “Let’s see what the real policies are following these statements.”

CHINA: GDP STRENGTH CONTINUES,  BUT FOR HOW LONG?
China’s fourth quarter GDP figure will be released today, however, President XI 
Jinping told the World Economic Forum in Davos that the economy grew 6.7 per 
cent. A large proportion of China’s GDP growth throughout 2016 can be attributed 

to the country’s property market as house prices grew almost 40 per cent last year. 
Unfortunately for China this is expected to slow in 2017 as government restrictions regarding 
house purchases and an increase in the minimum down payment required for a mortgage will 
likely cut growth. 

Meanwhile, the declining rate of the renminbi is forcing China to take measures to lift the 
currency. The country has reduced the amount of US Treasuries held by $66bn however, 
any yield increase so far is more likely down to Trumps election victory rather than China’s 
actions. An unexpected consequence of the measures taken by the Chinese government is the 
boost to the value of bitcoin, as people in China use it to circumnavigate the restrictions on 
money leaving the country.

US: COMMODITIES AND THE DOLLAR
Gold experienced a swift rise followed by a sharp fall this week as Trump’s comments 
that the US dollar was too strong were offset by Yellen’s confident statements 
regarding US economic strength. Yellen discussed the high probability of future rate 

hikes with at least two per year to reach a 3 per cent target by 2019. Copper has climbed almost 
25 per cent over the last quarter and is strongly linked to the US dollar movements. This is 
surprising as commodities priced in US dollars usually have an inverse relationship with the 
dollar. The dollar seems to have switched from being a safe-haven asset to a “risk-on” asset 
and is now strongly correlated to commodities and the stock market.

Oil continues to rise as OPEC claim output has dropped however, member nations are perhaps 
not accounting for non-OPEC production. The Saudi Arabia Minister of energy, Mr. Falih, shot 
down any concern surrounding U.S. output rising substantially in the near future, as the 
minister believes it will take time for the US to become a major player in the oil industry. 
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