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BACKTRACK ON TRUMP TRADE
This week the driving factor behind most of the returns for the year so far has been thrown into doubt. The “reflation trade”, which is industry speak for 
betting big on Donald Trump spending on infrastructure and cutting taxes, has been called into question – with some analysts doubting the ability of the 
administration to get much legislation passed before the end of the year. While the rebuttal is almost as weak as the original commitment, it’s good to 
see people questioning the decision to base a whole investment strategy on something as flimsy as a Trump promise.

Elsewhere, the recognition that there is still a lot of economic uncertainty has also impacted other markets. This week the 10-year gilt yield has finally 
returned to the level it was at before Trump’s election and inflation mania took hold. It appears that the initial optimism around the return of inflation 
and higher growth rates has been tempered by the reality that there is as much chance of things getting worse as there is of them getting better. 

EU: INFLATION SPREADS ACROSS THE EUROZONE
For the first time in almost four years, all 19 members of the eurozone recorded 
positive inflation in January. The European Central Bank, ECB, will be pleased 
that after two years of stimulus the inflation target of two per cent is within reach. 

Although this is positive news for the bank, the divergence between countries continues to be a 
problem. Ireland recorded the lowest inflation rate of 0.2 per cent, whilst Belgium recorded the 
highest of 3.1 per cent. This large difference in figures shows the range of rising prices across 
the eurozone.

It is worth remembering that this boost to inflation can be largely attributed to rising energy 
costs. If we delve a little deeper, we realise OPECs agreement and the subsequent surge in oil 
price is at the heart of the rising energy costs. Although the agreement is running smoothly so 
far, a higher oil price brings significant temptation for member nations (and others) to increase 
production. If we look at eurozone core inflation which removes the effect of food and energy 
prices, this figure has remained below one per cent since March 2016.

US: TRADE DEFICIT STANDS TO BE RECALCULATED
The Trump administration is looking at a new way to calculate the US trade deficit 
and the proposed change will make the trade gap appear larger. This is because the 
potential new calculation for exports excludes any goods imported into the country 

before being transferred to another country. These re-exports – the name given to these goods, 
will still be included in the import figure. This change will inflate the trade deficit and leave 
an unbalanced equation. It will in all likelihood have the political desired effect Trump seeks 
however, as the key to the renegotiation of current trade deals is the trade deficit. Trumps 
new ammunition will also back up his argument for potential new tariffs when and where the 
President deems appropriate. 

The Trump administration has focused on the merchandise export lag rather than the surplus 
the US has in the services trade. The growing services industry remains less significant to 
Trump as it is the administration’s belief that a trade deficit signifies a weak economy and that 
this is something to be resolved, even if it means skewing the data.

COMMODITIES: DRAMATIC REBOUND BOOSTS MINING PROFITS
Mining companies Anglo American and BHP Billiton benefitted from surging 
commodity prices last year. Both companies were struggling with too much debt and 
not enough profit, however, these problems appear to have almost solved themselves. 

Net debt dropped substantially last year and the companies were able to make a profit in 2016. 
Anglo has moved from a net loss of $5.6bn in 2015 to a net income of $1.6bn in 2016 and it is a 
similar story for BHP. Anglo is now expecting to restart dividend payments by the end of 2017 
and BHP will be paying a 40 cents per share interim dividend this year.

Although this is undoubtedly good news for the mining companies, both seem to be reviewing 
their decision to implement restructuring plans and cutting capital expenditures. It seems 
foolish to rely on a single unexpected boost to commodity prices to continue to support their 
respective companies. Commodities are notoriously unreliable and perhaps Anglo and BHP 
shouldn’t rule out cost cutting just yet. Shares rose on the news for both Anglo and BHP before 
pulling back and closing lower.
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