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Data Release: Trade deficit widens to a two-year high as rising dollar and lukewarm global growth 
weigh on net trade  

 The U.S. international trade deficit substantially widened to $46.6bn in December from a larger than 
previously reported November figure of $39.8bn. The deficit blew past expectations which called for 
a slight narrowing, to $38bn. 

 Exports fell by 0.8% in December, with declines led by a large pullback in industrial supplies (-7.3%), 
food & beverage (-2.5%), and consumer goods (-0.4%). Automotive (+2.8%) and capital goods 
(+1.9%) exports improved after large declines in the previous month. Services exports also 
advanced, rising 1.7% in December.  

 Imports rose by a whopping 2.2% during the month. Gains were reported across all major 
categories, led by industrial supplies (+5.3%) and automotive products (+3.4%). Petroleum imports 
rose substantially despite price declines, and were up over 30% in real terms. 

 After adjusting for price fluctuations, merchandise exports held steady, while goods import strength 
was more apparent, up 3.5% on the month. 

Key Implications 

 This morning's report was surprisingly disappointing, with the sharply wider trade gap suggesting 
more drag on GDP in the fourth quarter than anticipated by the BEA in its advance report last week.   

 Most of the surprise came on the imports side, and was due to a sharp increase in petroleum and 
other industrial supplies which accounted for more than half the increase in imports. Discounts on oil 
prices by Saudi Arabia could have motivated more inbound shipments of oil. However, despite the 
lower rig counts, U.S. crude production continues to increase with inventories at the Cushing hub at 
an 80-year high. As such, we expect the December surge in oil imports to be reversed, with the 
January data likely reporting declines in oil imports. 

 But, imports on the whole are likely to continue to be supported by improving U.S. consumption and 
a strong dollar, with growth in the American economy benefiting global exporting nations. 

 However, the story is largely one-sided with global growth, at least for the time being, remaining 
lukewarm. Along with the more valuable greenback, this appears to be already spilling over to U.S. 
exports. International developments have recently been explicitly added by the Fed to the 
information set on which the FOMC bases monetary policy. This appears to have been done just in 
time, with this morning's data likely to make the Fed all the more patient in raising interest rates. 
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