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WALLY OF THE EAST AND QUESTIONABLE GOVERNANCE
This week, aside from the ongoing train wreck of the Trump administration, we got a timely reminder that there is more than the one lunatic we ought to 
be worrying about. North Korea has obviously been feeling outdone in the crazy stakes during the past few weeks. The nation came roaring back with a 
double header of a political assassination on foreign soil and a ballistic missile test. While our first thoughts were to look at twitter for the US diplomatic 
response, it seems someone in the White House at least has their act together, no WWIII this time.

Elsewhere there has been another corporate scandal, this time at Samsung, where the CEO has just been arrested for allegedly trying to bribe the 
government. This comes hot on the heels of Rolls Royce’s £670m fine for a possible 30 years of dealing in brown envelopes. At a time when business 
executives are being promoted to government in record numbers, it serves as a reminder that outside the swamp is just more swamp.

US: RATE HIKE WITHIN REACH
Chairwoman Janet Yellen commented this week that it “would be unwise” to wait 
too long to raise rates as US financial conditions continue to ease and the economy 
strengthens. The economic data continues to support the Fed’s target of stable 

prices and a healthy job market. Inflation has reached above 2 per cent and US unemployment 
continues to decline. The probability of a rate hike in March or May soared to 44 and 63 per cent 
respectively. Investors are rethinking their strategies and starting to take the Fed’s projections 
seriously. 

As expected the dollar rose and bond yields climbed after Yellen’s speech and again after 
inflation data was released. The dollar index climbed 0.1 per cent to 91.26 and the yield on 
the 5-year Treasury note rose to 1.99 per cent. Strangely, the stock market also benefitted 
with the S&P 500 reaching its seventh day high. Despite the increased likelihood of a rate 
rise, confidence in the stock market continues. These increases were short lived as the dollar 
retraced its steps and US bond yields fell on Thursday.

UK: INFLATION GRINDS HIGHER
The Office for National Statistics released UK inflation data this week and headline 
consumer price inflation reached a 31-month high of 1.8 per cent in January. 
Economists had expected a higher rate of 1.9 per cent, but a drop in clothing prices 

counteracted some of the inflationary pressures from the weaker pound. The Bank of England 
predict inflation will climb to 2.7 per cent in 2017 before dropping to 2.4 per cent in 2019. These 
figures are higher than the 2 per cent target however, the monetary policy committee are happy 
to let inflation run hot as the rise can be attributed to the weaker pound.

The doom and gloom predictions for the state of the UK economy after Brexit continue to be 
revised and remodelled. The BoE have increased their estimates for growth in 2017 from 0.8 per 
cent to 2 per cent. Further afield, the European Commission has also altered its outlook for the 
UK economy, revising its estimate for growth to 1.5 per cent this year – an increase of a third 
from November’s projections.

EM: GROWTH SURPRISES TO THE UPSIDE
Despite the consensus that Trump is bad for emerging markets it seems growth in 
these countries has picked up. The Institute of International Finance, IIF, prepare 
a monthly emerging growth tracker. The tracker shows GDP in emerging markets 

rose 6.4 per cent in January – the fastest pace since June 2011. The recovery of oil prices and 
other commodities has helped emerging markets to reach this higher GDP figure. The IIF had 
forecasted growth of 3.8 per cent in the first quarter however, this was largely weighed down by 
the expected aftermath of India’s demonetisation in November. 

The boost to GDP is largely due to a rebounding industrial sector and a stronger than expected 
exports figure. Although Trump’s comments regarding trade with China have been anything but 
positive, the nation’s exports were up 7.9 per cent in January. Meanwhile, imports climbed 16.7 
per cent last month, encouraging an optimistic outlook for the health of the world’s second-
largest economy. The US president’s protectionist policies are yet to be implemented so it may 
be premature to celebrate.
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