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TRUMP ACCEPTS OLIVE BRANCH FROM KIM
This week markets have been reeling from a barrage of political events. Markets decided early on that Trump probably didn’t mean what he’d said last 
week about tariffs, but then took two on the chin when his chief economic advisor Gary Cohn quit, ostensibly because the president did mean what he 
said as we all found out when he signed an executive order to implement tariffs on Thursday. Before we could fully react to that, news broke that Trump 
has agreed to meet with Kim Jong-un, a complete break with decades of US foreign policy. The White House may have started a trade war and prevented 
a nuclear one within 48 hours.

Elsewhere, the Italian election, which has been talked about for months as a major political risk hanging over Europe, finally took place. The results 
were inconclusive, and while this is the norm for an Italian election, the outright winner and ultimately new leader is especially hard to predict. What 
this means for Europe and the Euro is also still up in the air.

UK: REGULATORY DIVERGENCE TO HURT UK MOST
Following the vote to release it in full after leaks emerged in January, the government 
this week published its controversial analysis of the economic impact of Brexit. The 
results of the modelling exercise suggest that the benefits of leaving the EU in terms 

of potential output will be minimal and the biggest negative impact will come from “gradual 
regulatory divergence”. The publication confirms fears that under all likely scenarios the 
economic damage is expected to be significant. Under a free trade agreement with the EU27, 
it is expected that the UK will have missed out on five percent of economic growth at the end of 
the next fifteen years.

Moreover, divergence in regulations between the UK and EU27 are forecast to be biggest 
detractor to economic growth. Half of the negative impact has been attributed to regulatory 
divergence as opposed to tariffs, the adoption of new customs procedures and the cost of lower 
migration. This helps explain UK negotiators’ desire to secure mutual recognition of regulations, 
something which has again been strongly resisted by their EU counterparts this week.

EUROPE: POPULIST SURGE IN ITALY RESULTS IN HUNG PARLIAMENT
The main centrist parties have lost significant support to populist alternatives but no 
single party managed to achieve an absolute majority, resulting in a hung parliament. 
The Five Star Movement, a popular protest party, won 32.22 percent, the largest 

share of the vote. The League, an anti-immigration party, won 17.69 percent but has ruled out 
a coalition with the Five Star Movement. Meanwhile former Prime Minister Matteo Renzi fared 
poorly. His Democratic Party won only 18.9 percent, losing significant support for his centre-left 
agenda.

A coalition deal will now have to be reached to form a government and this could take weeks 
to be signed off by Italy’s president. This means that the country faces a period of heightened 
political instability. This has caused Investors to dump Italian bonds and retreat to safer assets. 
The yield on 10-year Italian bonds jumped to 2.14 percent on Monday while yields on 10-year 
German bonds fell to their lowest level in a month. The Italian banking sector also suffered with 
the FTSE Italia All-Share Banks index falling 3.4 percent.

US: TARIFF EXEMPTIONS IN WAKE OF COHN RESIGNATION
On Tuesday Trump’s chief economic advisor and head of the National Economic 
Council, Gary Cohn, announced his resignation from the White House. This came in 
the wake of his fierce disagreement with Trump’s decision to levy the tariffs, which 

were originally expected to apply to all countries. News of his departure caused a rotation out of 
equities into bonds. The Dow Jones Industrial Average closed 0.3 percent down on Wednesday 
while the S&P 500 fell 0.1 percent. The yield on 10-year treasuries on the other hand fell as 
treasury prices rose.

Only two days after Cohn’s resignation it was announced that Canada and Mexico would be 
exempt from the tariffs for at least 30 days to allow time for the North America Free Trade 
Agreement to be renegotiated. Trump has also hinted at exemptions for “real friends”. Canada 
is the biggest exporter of steel to the US while Mexico is the fourth biggest. However, analysts 
say that the tariffs are first and foremost directed at China who have this week threatened “an 
appropriate and necessary response”.
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