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The Fangs of Protectionism
The US begins a trade war that could
threaten economic growth across the
world.
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Monetary Policy
Inﬂation is picking up, growth has picked up, but protectionism
tends to reverse these gains
The GDP numbers of most of the countries
were released in the previous month. Most of
the economies had recorded a growth in GDP.
While it would seem that the world economies
are recovering from a decade long slump,
there are multiple factors that could sustain or
hamper this growth. Among the key factors
include the inﬂation in various economies,
future of global trade with rising protectionism
and political conditions.
The GDP of the European Union grew by 0.6%
in the quarter that ended in December 2017 .
The GDP of United Kingdom which is in the
process of exiting the European Union, grew
by 0.4% for the same period. The Unemployment rate of United KIngdom and European
Union is at a steady rate and much lower than
what it was a decade ago before the ﬁnancial
crisis. The European Central Bank is currently
purchasing about €30 billion worth of bonds in
the ﬁnancial markets to keep the borrowing
costs low and these purchases are expected to
continue until the end of September 2018 or
beyond depending on whether the inﬂation
crosses the 2% mark. The inﬂation of European
Union which stood at 1.3% in the month of

January, further slowed to 1.1% in February
2018. The primary reason for this declining
inﬂation being the weakening of oil prices. A
key factor that will determine the inﬂation is
the global trade.
In the last couple of weeks comments were
made by key members of United States administration suggesting trade wars. US Treasury
Secretary Steven Mnuchin claimed weak dollar
as good for the economy. This implies that the
American economy is trying to weaken its
dollar so that it can become much more competitive in terms of exports. US President
Donald Trump also imposed taxes on aluminum and steel imports except from those of
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Canada
and Mexico.
The European Union and east Asian economies including China, Japan and South Korea
has manufacturing competencies against the
United States in these metals. With the imposition of this tax the cost of importing these
metals to the USA goes up, and consequently
there is additional availability of these metals
in the global markets.
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The higher price of these metals in the US
could aid in raising the inﬂation in the US, while
the global inﬂation might weaken unless there
is a buyer for these metals to compensate for
the reduced buying from USA.
The core inﬂation of the USA stood at 1.8% in
the month of January as well as February 2018.
The headline inﬂation however stood at 2.2%
for the same month. The US’s GDP grew by
2.5% in the quarter ending Dec 2017. Indicators suggest that the GDP growth may not sustain in the US considering the fact that the GDP
growth for the quarter ending September
stood at 3.2%. Although 313,000 jobs were
added in the month of February 2018 with a
wage growth of 2.6%, other indicators such as
retail sale, home sales, durable goods and
other industrial production declined in January
2018.
In addition to this goods trade deﬁcit widened
last month as exports fell despite few countries lowering duties for US goods. With the US
president stating that they will be indulging in
trade wars, further decline in US exports can
be expected as reciprocation from some of the
other economies can also be expected. For
example the President of the European Council Jean-Claude Juncker stated that he will also
raise tariﬀs on some of the goods that will be
imported from United States he also state that
this is a necessity to bring back uniformity in
trade rather than having disadvantage.
The East Asian economies are export dependent. The increased trade barriers will aﬀect
the growth of the region. For example, South
Korea’s GDP contracted in the previous quarter. Japan, the third largest economy in the
world, is also dependent on exports. The GDP
growth of Japan for previous quarter stood at
about 0.5%. Japan’s economy grew at slower
rate than expected in the previous quarter.
The exports were not strong enough to compensate for weak domestic demand. Japan
managed eight straight quarters of growth,
and this is the longest expansion in GDP since
the Japanese ﬁnancial bubble burst in 1980s,
and this has been possible due to the ﬁnancial
aggressive measures taken by the Prime Minis-
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ter and Bank of Japan. The Bank of Japan has
been infusing billions of dollars of cash into the
economy through asset purchases of government bonds to counter deﬂation. This has
encouraged inﬂation by keeping the costs of
borrowing low and weaken the yen. With Yen
weakening globally, exports will pick up. However, with US imposing tariﬀs on imports of
goods, Japanese economy might be aﬀected.
The Asia-Paciﬁc region is primarily been dominated by the Chinese economy, the world’s
second largest economy. The Chinese economy’s GDP grew by 6.8% for the quarter that
ended in December 2017, same as the previous quarter. The Chinese economy has been
undergoing a process of shifting from a manufacturing and investment driven economy to a
more consumption driven economy, which has
been a major reason for the growth in the
economy. The service sector has accounted for
almost half of the GDP in the quarter by value,
and agriculture contributed around 10%. But
this growth is primarily fuelled by increased
debt taking in the economy with about 300%
debt-to-GDP ratio.
The Asia Paciﬁc region is primarily manufacturing dependant and one of the biggest supplier
of commodities to the region is the Latin American economy. So, when the Asia Paciﬁc economy expands, Latin American economy also
expands. The GDP of Brazil grew by 2.1% on
annualized basis from the previous quarter,
which is a bit weak. However, considering the
factor that Brazil was in recession until the
beginning of 2017, this is quite a good
improvement. The inﬂation in Brazil is at a
multi year low owing to the eﬀorts of the Central Bank raising the interest rates to historic
highs until 2016 to counter hyperinﬂation.
With the inﬂation reducing, the Brazil’s Central
Bank also lowered interest rates in consecutive
policy reviews throughout 2017, often by as
much as 100 bps. The rapid lowering of interest rates aided in the expansion of the Brazilian economy. But what could be the detrimental to the sustenance of the growth is the outcome of Brazilian elections.
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India’s GDP grew by 7.2% in the previous quarter that ended in December 17. This was the
reﬂection of the Indian economy adapting to
the Changes of GST and overcoming the shock
of demonetisation. However, there are worrying signs for sustenance of this growth. The
Service sector is India’s biggest economic
driver. In the month of February the services
PMI declined to 47. 8 which is below the 50
mark. Private consumption activity has
declined. The GDP grew in the previous quarter primarily due to the pickup in Government
spending.

Commodities
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Inﬂation as measured by the CPI stood at 5.2%
and 5.07% in the months of December 2017
and January 2018 respectively. The inﬂation
further cooled to 4.44% in February 2018. The
Reserve Bank of India likes to maintain Inﬂation rate at 4% ± 2%. While 4% is the expected
mark, an inﬂation reading below 2% will
prompt the RBI to lower interest rates. Lowering of Interest rates will prompt further investment. But with increased Government spending, along with high crude oil prices inﬂation
may not lower for quite some time. Therefore,
in the next couple of policy reviews, the RBI will
be expected to maintain status quo.
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Fig 1: WTI Crude price over the past 3 months

Oil prices gained through December 2017 and January 2018 breaching the $66/barrel mark in the
latter half of January. This was attributed to the production cuts led by OPEC-Russia and declining
oil inventory. Since then, oil prices declined reaching $59/barrel due to soaring US output undermining OPEC's eﬀorts to tighten markets. Crude oil output from US averaged above 10 million
barrels per day (bpd) for the ﬁrst time since the early 1970s, reaching 10.25 million bpd.
Despite the rising US output, overall oil markets remain well supported due to healthy demand
growth and supply restrictions by the OPEC-Russia.
Commodities and dollar have an inverse relationship. WTI had rallied through early Feb, as a
weaker dollar boosted the prices of commodities. However, the strengthening US Dollar weakened commodities in March, including oil.

Table 1: Commodity prices as on 23rd March 2018 and fortnightly projections
Commodity (quantity)
Copper (tonne)

Price (USD)
6,657.50

Projection (fortnight)
Ranged to negative

Nickel (tonne)

13,110

Ranged

WTI Crude Oil 1 month
futures (barrel)

65.88

Ranged to positive

Natural Gas (MBTU)

2.59

Ranged

Zinc (tonne)

3,213

Ranged to negative
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Fig 2: Gold price over the past 3 months

Gold prices were volatile in the month of February. In the beginning of February, the world stock
markets corrected. This in turn led to strengthening of gold due to investing in gold as a safe
haven. The reports of improving inﬂation in mid February in the US led to an increase in the US
Treasury yields. This in turn led to a strengthening of the Dollar thereby weakening gold to
$1311.05/tr. Oz. on 8th Feb 2018.
Shortly after the correction, Gold prices increased owing to the continued global volatility and the
weakening of the dollar.
Gold prices declined as the US Dollar strengthened owing to reports of improving global economic growth with the release of the Q4 GDP of most economies, increased job addition in the USA
and the improved wage growth as well.

Bullion
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In March, the US President had commented about indulging in trade wars, this in turn raised the
risk to global trade. Additionally, when the US Federal Reserve decided to raise the interest rates,
it did so with a note of caution. This weakened the US Dollar. Further, US President Trump threatened to veto the $1.3 trillion omnibus bill and could have potentially shut down the US Government. All these factors aided in the rallying of Gold in the month of March 2018.

Table 2: Precious Metal prices as on 23rd March 2018 and fortnightly projections
Commodity (quantity)
Gold (tr.oz.)
Silver (tr. Oz.)
Platinum (tr. Oz.)

Equity

Price (USD)

Projection (fortnight)

1,342.35

Ranged to Positive

16.53

Ranged

951

Ranged

Equity
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Fig 3: Major world Indices over the past year

Equity markets globally have been following a very similar trend over the past year (Fig. 3). The
equity markets across the world rallied through 2017. The rally turned steeper in the beginning
of January 2018 and reaching a peak on 26th Jan 2018. Since then the markets have been in
correction mode. Equity markets remained volatile for the month of February. Sentiments
regarding US interest rate hikes, and Donald trump’s statement for tariﬀs on imports on steel and
aluminium aﬀected the markets through March.
In the beginning of March, stock markets fell across due after chair of the US Federal Reserve,
Jerome Powell, revived worries about a sharp increase in interest rates. A weaker than expected
economic data from China and Japan also dampened market sentiment. Markets further corrected after US President Donald Trump said that he would impose tariﬀs on imports of steel and
aluminium products.
While the world markets have been range bound in February and March, the Indian markets however have been in correction mode. One of the factors that contributed to this correction was the
unraveling of the NPA problems in the Public Sector Banks, namely Punjab National Bank.

Investment Strategy
Trump’s comments on weakening of US Dollar and imposition of tariﬀs on imports keep global
markets volatile. This volatility will be reﬂected in the Indian equity markets as well. With the government spending picking up, the GDP of the Indian economy can be expected to pick-up. Therefore the Indian equity markets can be expected to rally in the long term. It is best to stay invested
in equity for the long term. Investing in SIP will help tide over the immediate term volatility.
Long Term government securities have been weakening owing to increased debt taking by the
government. As the inﬂation is within the 4% ± 2%, the RBI may keep interest rates as is for a
while. The interest rates in turn will make long term bonds less attractive. However, the high interest rates of Long term bonds will make them more attractive in the bond market. Therefore,
Bonds of medium to long duration will be good to keep in the portfolio
Although the US Federal Reserve raised interest rates in its last policy meet, the US Dollar weakened due to the chair’s observation that the US economy wasn’t as strong as expected. The
upcoming Italian elections will determine the future of EU. The outcome of North Korea- US talks
and protectionist measures will determine future of foreign relations and trade. With uncertainty
and weakness in the world economy, gold becomes a safe bet for investments. It is therefore best
to keep 5-10% of portfolio in gold as hedge.

Global Economy
A quick look at the economic events that are taking place across
the world and the likely outcome.
Country/Region

US

Event

Impact(Projected)

• Dollar weakens
US President Trump threatens
trade wars

• Gold Strengthens

EU

Right wing populists form Government in Italy

• Euro weakens

Asia Paciﬁc

China retaliates to Trump’s trade
wars with tariﬀs of $3 billion on
US goods

• Asian stocks crash

India

RBI to keep policy stance as-is

• Rupee Strengthens

• Stock indices crash

• Gold Strengthens

• Gold strengthens
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