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Assessing the Trump policy balance of
risks

Geopolitcs replaces protectionsm as the negative tail risk

Source: Shutterstock

Market expectations were arguably far too high in the immediate election aftermath. The US
economy is running close to potential and the labour market is tight. No radical tax cuts and no
massive infrastructure spending means we will not see an unwanted surge in inflation or
aggressive rate hikes from the Fed. No massive protectionism also means we should not see the
economy tipped into a deflationary spiral of weaker trade and slower growth.

Limited policy success is therefore not really an economic problem as much as a political problem
for the Trump administration. As such, the two “fat tail” risks to our previous forecast -
Trumpflation on the upside and protectionist-driven deflation on the downside - have diminished.

The central scenario is for slightly slower, but still reasonable US growth, core inflation close to
trend, and a dovish but gradually tightening Fed. Policy achievements may be less radical, but also
less risky than was imagined on Day 1. There are still risks - especially if Trump feels he needs to
deliver a ‘big win' through foreign policy.
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Downshift in expectations given a more watered-down Trump policy regime
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4 Trump scenarios over the next 100 days:

Muddling Through Reflation Recovery Global Tightening Geopolitical Chaos
Trump policy uncertainty Trump tax reform plans ECB QE exit & Fed balance Trump foreign policy
prevails leaving global pass Congress hurdle and sheet shrinking = a perfect causes geopolitical fears
markets directionless provide modest stimulus storm for long-term yields to escalate in markets
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