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UK SPENDING IT WHILE THEY CAN
This week the standout event was the Bank of England’s move to keep interest rates at 0.25%. Fairly unexciting in itself, the guidance that came with 
it was illuminating. While economic forecasts are imprecise, it seems since Brexit every change to a GDP figure has become a newsworthy event. The 
increased growth forecast has been no exception, but we sympathise with the bank over its miss. Much of what they predicted has come to pass: the 
pound is lower and business investment is stalling. These factors were expected to be a drag on growth, but economists didn’t predict the boost in 
consumer spending that has been more than making up the difference.

We can hardly blame them for not seeing that coming. Normally when faced with uncertainty people save more in order to boost their preparedness 
for any eventuality, yet shoppers have gone on a binge with the savings rate at record lows. It appears that faced with recent events consumers have 
adopted a “can’t take it with you” approach.

US: ‘AMERICA FIRST’ SOBERS MARKET
US markets have largely retreated following a week where the meaning of “America 
First” finally started to take shape. It’s becoming increasingly clear that the risk 
of protectionism is becoming very real with no sign of tax cuts or infrastructure 

spending in sight yet. Despite the Fed staying the course and Apple and Facebook’s strong 
positive earnings surprises, US markets could not completely shake off the dark clouds. 

The reality is that policies meant to encourage business growth will potentially be outweighed 
by a loss of wealth due to trade barriers and retaliation. There may be an initial benefit to 
specific domestic industries, but the risk is an eventual reduction in total output (plus job 
losses in other domestic import competing industries), loss of comparative advantages and the 
benefits of economies of scale. Markets may now be focusing on the possibility of harsh trade 
policies rather than of tax cuts, the hope for which saw a rally just after the election.

UK: BoE REVISES GROWTH BUT MORE OF THE SAME
The Bank of England revised up the UK’s forecasted GDP growth for 2017 to two per 
cent, a long way away from November’s 1.4 per cent estimate. Without clarity on the 
main risk of Brexit, it appears a wait and see policy is on the cards for the Bank of 

England’s interest rate policy. Carney is waiting to see the effects of inflationary pressures 
from the depreciated sterling and higher oil prices on UK consumers, who have been spending 
heavily. The pound weakened after the decision not to raise rates.

The latest BoE reports indicate further slack in the UK economy, as previously overestimated 
wage growth and older citizens looking for work were unaccounted for.  The report implies 
that UK unemployment may be able to remain at a lower level without adding to demand pull 
inflation, by way of spiralling wages and prices. 

EM: CHINA GOING FROM STRENGTH TO STRENGTH
More promising for emerging markets this week has been China’s continued stronger 
(December) manufacturing and non-manufacturing PMI’s of 51.3 and 54.6 respectively. 
The Chinese’s government’s stimulus from 2016 appears to still be running its course 

even though sceptics will point to the now stemmed surge in property sales from last year as 
the cause for recent stronger industrial data. Perhaps what has been more encouraging has 
been the steady progress in tilting away from being an export orientated economy (over 70% of 
GDP) to now boosting domestic consumption at over 50% of their GDP (only just 36% in 2012). 

However, to temper this positive sentiment you just have to consider the recent arrest of Xiao 
Jianhua by Chinese public security agents.  Although a good lesson in accountability and 
improving corporate governance, it also throws up further questions of Hong Kong’s autonomy.  
Furthermore, there is palpable concern of further capital flight putting further strain on their 
steadily declining foreign exchange reserves. Foreign reserves have fallen for six consecutive 
months, now breaching the $3 trillion mark. 
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