
German bond yields hit 

8-week high as Trump tax 

plan revives reflation bets 

LONDON: German bond yields hit eight-week highs yes-
terday, leading a rise in euro zone borrowing costs as US
President Donald Trump proposed the biggest US tax
overhaul in three decades and strong data boosted the
case for another rate hike this year. Trump on Wednesday
proposed to lower corporate and small-business income
tax rates, reduce the top income tax rate for high-earning
American individuals and scrap some popular tax breaks.

The plan has revived expectations that his policies will
boost the US economy and inflation - an environment
that tends to put upward pressure on government bond
yields. It also comes in a week where US Federal Reserve
chief Janet Yellen confirmed the outlook for further rate
rises, while better-than-expected US durable goods
orders data suggested inflation may be picking up. “The
market had given up on the Trump reflation trade and
this is coming back with a bit more detail on tax plans,”
said Commerzbank analyst Rainer Guntermann.

“At the same time, this gives the Fed more ammunition
to hike rates in the coming months.” Investors reacted by
selling bonds in the United States and Europe, with yields
on higher-rated eurozone countries up 3-4 basis points. 

When the price of a bond falls,  the yield rises.
Germany’s benchmark 10-year bond yield rose 5 bps to
0.518 percent at one stage, its highest level in eight
weeks, before settling at 0.50 percent around midday. 

US 10-year Treasury yields were up 3 bps on the day at
2.34 percent. At one point, the gap with German peers
was at 185 bps - the widest since early July. With Trump’s
tax reform plans boosting the dollar, the euro pulled back
further from recent 2-1/2 year highs.  

Analysts said a weakening in the single currency was
another headwind for euro zone bond markets since this
could encourage the European Central Bank to pursue
plans to scale back the monetary stimulus that has long
underpinned bond yields.  Strength in the single curren-
cy, which dampens inflation, has been seen as an obsta-
cle in the path of ECB tapering. However, inflation data
from a string of German states showed that consumer
prices are increasing at a healthy rate in Europe’s largest
economy.  States such as North Rhine Westphalia, Hesse,
Saxony and Bavaria all showed inflation of between 1.8-
2.1 percent for the month of September. — Reuters 

How to spend it? Merkel

can count on record

budget surplus 

BERLIN: Germany’s next coalition government can count on
record budget surpluses over the next two years due to a sol-
id upswing and should use this fiscal room to lower income
taxes and social welfare contributions, economic institutes
said yesterday.

The better-than-expected budget figures could help
Angela Merkel form a tricky three-way coalition with the pro-
business Free Democrats (FDP), proponents of tax cuts, and
the Greens after winning a fourth term as chancellor in a
Sunday vote. The Greens want to lift spending on education
and infrastructure. “Indications are that this year’s overall
state budget surplus will rise from 26 billion euros to 28 bil-
lion euros,” the leading economic institutes said in their joint
forecast.

The surplus of all state levels - including federal govern-
ment, regional states, municipalities and social funds - is pro-
jected to soar to 37.3 billion euros in 2018 and to 43.7 billion
euros in 2019, they added. The upbeat projections came after
Germany took a first step on Wednesday towards forming a
new government when veteran finance minister, conservative
Wolfgang Schaeuble, agreed to become president of the par-
liament, clearing the way for another party to take his job. 

The institutes said Germany should utilise the additional fis-
cal room to improve economic conditions and reform the tax
and welfare systems, especially to help low-income workers.

“In light of the high burdens imposed on labour incomes in
the form of levies and a particularly sharp increase in direct tax
revenues, the focus should be on the income tax rate curve,”
they said, adding that there was also scope to address social
security contributions. —Reuters 

40B u s i n e s s
FRIDAY, SEPTEMBER 29, 2017

WASHINGTON: The US economy grew at an upgraded annual
rate of 3.1 percent in the spring, the fastest pace in more than
two years. But growth is expected to slow sharply this quarter
in the wake of a string of devastating hurricanes.

The April-June expansion in the gross domestic product -
the economy’s total output of goods and services - is up
slightly from a 3 percent estimate made a month ago, the
Commerce Department reported yesterday. It is the strongest
performance since the economy grew at a 3.2 percent pace in
the first quarter of 2015. The upward revision reflected larger
farm stockpiles.

The year started with a lackluster 1.2 percent gain in the
first quarter. Economists believe growth has slowed again to
around 2 percent in the current quarter. The revised figure
was the government’s third and final look at GDP for the April-
June period, and left GDP rising at an average 2 percent pace
over the first six months of the year. That matches the lacklus-
ter average annual growth rates seen since the recovery from
the Great Recession began in mid-2009.

Economists at Macroeconomic Advisers believe that
growth in the current quarter could tumble by as much as 1.2
percentage points due to hurricanes Harvey, Irma and Maria.
But analysts think the initial losses to GDP will be made up in
subsequent quarters as rebuilding gets underway. Economists
at Moody’s Analytics have estimated that hurricanes Harvey
and Irma will end up costing in total around $167 billion when
taking into account property damage and lost economic out-
put. That estimate would put the two storms together close to
the total devastation in 2005 caused by Hurricane Katrina, the
most expensive natural disaster in US history.

Top forecasters with the National Association for Business
Economics expect the economy will grow a modest 2.2 per-
cent in 2017 and 2.4 percent in 2018. That would be up from
the weak 1.5 percent growth seen in 2016 but it is far below
the growth rates of 3 percent or better that President Donald
Trump is pledging to produce with his economic program of
tax cuts, regulatory relief and tougher enforcement of foreign
trade deals. In the final look at second quarter GDP, the gov-
ernment said that consumer spending, which accounts for
nearly 70 percent of economic activity, grew at a solid 3.3 per-
cent rate in the spring, unchanged from the initial estimate.
Business investment in equipment was also unchanged from
the previous estimate, posting a solid increase of 8.8 percent
at an annual rate.

Trump traveled to Indiana on Wednesday to tout the bene-
fits of the tax plan his administration and congressional
Republicans unveiled earlier in the day. “Our country and our
economy cannot take off like they should unless we dramati-
cally reform America’s outdated, complex and extremely bur-
densome tax code,” Trump told the crowd, urging them to
lobby Congress to win passage of the first major revamp of
the nation’s tax code in a generation. The sweeping plan
would deeply cut levies for corporations, simplify everyone’s
tax  brackets and nearly double the standard deduction used
by most Americans. However, the measure is expected to face
strong opposition from Democrats who contend it is tilted too
much to the wealthy and would explode future deficits. — AP

US economy grew at 

3.1% rate in spring
Growth at fastest pace in two years

MIAMI: In this May 4, 2017 photo, construction workers work on an apartment high rise in Miami. The
Commerce Department issued the third and final estimate of how the US economy performed in the April-
June quarter. — AP

May slams Boeing for 

foiling partnership

LONDON: British Prime Minister Theresa May warned yes-
terday of growing protectionism in the global economy,
slamming plane maker Boeing for its role in the US govern-
ment proposal to impose a massive tariff that could cost
thousands of jobs in Northern Ireland.

Addressing a conference organized by the Bank of
England, May mounted a strong defense of free trade and
insisted that her government would push for free trade
after Britain leaves the European Union in March 2019. “I
think there is a real challenge for us globally today because I
think that here are aspects of protectionism creeping in
around the world,” she said. “I have said before I want the
UK to be a global champion of free trade, because I think
those of us who believe in free trade need to stand up, not
just explain its wider benefits, but help to explain its bene-
fits to individuals.”

Her defense of free trade comes a day after Jeremy
Corbyn, the leader of the main Labor Party opposition, made
the case for more state involvement in the British economy
and after the US  Commerce Department proposed a tariff of
almost 220 percent on Bombardier’s C series aircraft, which
threatens more than 4,000 jobs in Northern Ireland. May said
the actions of Boeing, which had sought US government
action over what it saw as unfair competition, “is not the sort
of behavior we expect from a long-term partner” and that it
“undermines that partnership.” Without directly threatening
the US aircraft maker, May pointed out that the British gov-
ernment has various dealings with Boeing, particularly in the
field of defense. — AP


