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Key Takeaways

e Under a second Trump presidency, we expect international trade policy to come into focus
again, with trade-exposed sectors particularly vulnerable to volatile policy changes.

e Vastly different conditions prevail now compared with 2016. Higher government debt is a likely
constraint on President Trump’s agenda, while greater domestic agreement on industrial policy
and China would create a tailwind.
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Introduction

President Trump could win the 2024 presidential election. When the incumbent presidential party
presides over an improvement in the unemployment rate, it is likely to be returned to power. With
unemployment at historic lows, unemployment is likely to get worse, creating headwinds for a
Biden re-election.

We examine how a second Trump presidency might affect the U.S. economy, key economic
policies, and its relationships with China and Europe.
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Mercantilist-in-Chief

In a second presidency, we expect President Trump to step up the trade wars he began in his

first term. One of President Trump’s most consistently and strongly held economic beliefs is in
mercantilism, in which exports are viewed as a positive and imports are viewed as a negative. This
worldview, moreover, dovetails coherently with his views in favor of a U.S. manufacturing renewal
and a hardline stance against China.

While on the campaign trail, President Trump has proposed scaling up trade restrictions. To
underscore the point that his trade hawkishness has not changed, President Trump has floated
suggestions for a 10% tariff on all imports or a 60% tariff on imports from China.' The goals would
be to force more domestic manufacturing production generally—and to wean the U.S. from
Chinese production specifically.

Under President Trump’s presidency, trade exposure did not decline materially.?2 But there was
some evidence of trade diversion, with U.S. trade exposure to China declining by 17% through the
start of the pandemic. Interestingly, the slack was mostly taken up initially by Europe rather than
Mexico or Canada, despite the signing of the U.S.-Mexico-Canada Agreement on Trade.®

Although they helped make progress toward President Trump’s objectives, the tariffs were costly.
Quantitative assessments generally show that the tariffs harmed U.S. economic performance.
Inflation rose, with import tariffs passed on to purchases on a nearly one-for-one basis, which
raised producer prices by approximately one percentage point overall.* Employment increases
from import protection was by one estimate 0.3%, but was more than offset by higher input
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prices.® In addition to self-inflicted pain, tariffs resulted in retaliatory tariffs, which led to further
reductions in employment, reduced economic growth, and increased inflation.®

We would expect broadly similar effects from new rounds of tariffs. Relative to recent inflation, we
believe the impact would be small but would represent a further impediment to price normalization
by the U.S. Federal Reserve.

Either or both tariff actions proposed by President Trump would be plausible—indeed, we would
expect an early shot across the bow on trade if he should win another term in office. We would
expect similar effects as were found in the prior round of tariffs, with tariff actions likely even more
forceful and therefore having larger economic consequences.

Frenemy Europe

Europe is particularly exposed to trade—its trade
exposure was 45% in 2022 versus that of the U.S. at
21%—and would be negatively affected by a blanket
10% tariff.” Even in the case of a tariff focused against
China, this would likely have a large effect on Europe,
given its close trading relationship with China. Europe
would be faced with weaning itself from another major
trade partner, China, after spending 2022 and 2023
weaning itself from Russian oil and gas.

From the U.S. perspective, we believe there are more
limits to President Trump’s ability and desire to exert
power with Europe than there are with China. The U.S.
is a much bigger exporter to the EU than it is to China,
particularly in relative terms: for every dollar it imports
from the EU it exports $0.80. For China, it exports only
$0.35 per dollar of imports. In a mercantilist world view,
EU is more of a customer, while China is primarily a
supplier. Finally, as noted in the section above, U.S.
trade with the EU expanded under President Trump.
With China high on President Trump’s list of priorities,
we would expect him to find common ground again
with the EU as he did previously.®

Industrial Policy and China With a Side of Climate Change

Despite President Trump’s well-documented antipathy toward wind turbines, we believe it’s
unlikely that he would reverse all the renewable energy initiatives under President Biden. The
renewable energy sector is 20% larger than it was when President Trump was elected in 2016,
while EV ownership is five times as high.? More domestic companies are invested in the future of
renewables, partly as a result of the Inflation Reduction Act (IRA), and they are unlikely to be keen
to do an about-face on their investment direction.® Moreover, the U.S’s single largest source of
renewable energy remains biomass, which has considerable support from farmers and politicians
in the Midwest. To the extent that climate goals coincide with the other goals, it is our view that
they are likely to remain intact.

That said, President Trump is likely to prioritize the industrial policy and anti-China components
of the Inflation Reduction Act and other existing policies over climate change goals. For example,
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natural gas—now partly constrained from export by the Biden Administration—would likely be
freed from export controls in a second Trump presidency. And we believe President Trump is likely
to attempt to minimize the Chinese content of items entering the U.S., regardless of how it would
affect climate goals.

Fiscal Policy: | Owe Ya, lowa

Tax cuts, along with the outsized spending response to the pandemic, pushed the federal deficit to
record highs of over $3 trillion in 2020 (see chart below). While the roll-off from pandemic related
spending produced some deficit relief, increases in 2023 put the deficit’s upward trend back in line
with the pre-pandemic trajectory and the federal debt continues to balloon in size.

President Biden has proposed a variety of tax increases in his 2024 budget, including increases on
individual, capital gains, and corporate income taxes. By contrast, a Trump win could mean that
previous tax cuts enacted with the 2017 Tax Cuts and Jobs Act for individuals and estates become
permanent." However, both candidates remain silent on healthcare and social security spending,
which would need to be (unpopularly) addressed to make any significant impact on reducing the
debt trajectory.

That said, making the 2017 tax cuts permanent would have a material impact. The Congressional
Budget Office (CBO) estimates that making the 2017 tax cuts permanent could add $350 billion

to the deficit annually, equivalent to roughly 1% of GDP. As we discussed in our paper on Treasury
debt, we expect this increase in the deficit to add an additional 1% to public debt-to-GDP in a given
year—everything else being equal. While this would raise overall federal debt, some economists
expect that increased growth along with higher tariff revenue and new taxes on private university
endowments growth can offset the cuts.™

Federal Deficit Growth has Returned to Prepandemic Trend
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Administrating the State

The likely overturning of the “Chevron deference doctrine” (that is, the doctrine of deferring
broadly to federal agencies for the interpretation of ambiguities in legislation) would precede a
second Trump Presidency, with a ruling expected in June 2024." An overturning of the deference
would likely narrow the power of the EPA in certain areas, enabling some states to reduce their
focus on renewable energy.

Aside from this, we may see an increase in economically significant rulemaking. There has
been a tendency, in the last year of an administration, to publish an unusually large number of
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economically significant rules™, perhaps as a way of attempting to extend the life of the outgoing
administration’s policies.

If President Trump should win another term, we might see changes to rulemaking. If the

Biden administration were to see its chance of re-election decline, we could see the number

of economically significant rules increase in the waning days of the administration. With an
overturning of “Chevron deference,” President Trump might be inclined to take advantage of a
weakening of the administrative state particularly with respect to environmental regulations as they
are particularly reliant on the “Chevron deference.” Although constrained on some policy reversals
as noted above, we would still expect significant policy volatility in the climate sphere.
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A Sequel, Not a Remake

There are substantial changes to the economic landscape in 2024 when compared with when
President Trump took office in 2016. Some could constrain a second Trump presidency, while
others would help further his expected agenda.

The most significant economic difference is the U.S. fiscal situation. The U.S. debt to GDP ratio

is expected to be at 100.2 at the end of 2024, while it was at 76.4 at the end of 2016." Fitch also
downgraded U.S. sovereign credit, leaving only Moody’s rating the U.S. as AAA. President Trump’s
hand on deficit spending may be stayed by a likely Republican Senate, and the threat of a further
sovereign credit downgrade. Moreover, the higher interest rate environment—there are scant
expectations of the yield curve shifting down to 2016 levels—can be expected to create further
constraints on government spending.

Another economic difference is the difference in climate-related economics. As noted above, U.S.
private investment in climate change technology has risen since 2016, and companies may bring
their weight to bear on any sudden changes to climate-related policies. Moreover, climate change
itself has manifested itself in economically significant ways, such as through increased property
insurance losses™.

By contrast, President Trump’s focus on domestic manufacturing and his push to wean the U.S.
from Chinese imports have been furthered by President Biden. We would expect President Trump
to push these causes substantially farther, given their broad support among American voters.”
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We expect that a second Trump presidency would cause some policy whiplash back toward

the pre-pandemic Trump administration policies. These reversals would be mitigated by debt
constraints while being assisted by a more unified U.S. view on trade policy and China. Economic
effects are likely to be the most pronounced for sectors highly exposed to international trade, while
sectors less exposed to international trade may see a quieter stretch, particularly relative to what
they have seen since the beginning of the pandemic.
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