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Trump 2.0 – New World Order
Overdue or Overblown?

January 2025Photo Credit: FT

“Known must be your fear before banish it you can.”

- Master Yoda, Star Wars
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“Known Unknowns” of Trump 2.0

1. Trump 2.0: Is Trump-flation Necessarily Reflationary?

2. Fed Flip: Will the Fed (Easing Cycle) be Trumped?

3. Trump Trades: Will the Fed (Easing Cycle) be Trumped?

4. The Fiscal “Curveball”? The Bessent-DOGE Effect

5. Lower Interest Rates: The One Ring to Rule them All?

6. USD Dominance, Not Unfettered Surge: Tempering on Fed & (Partial) Relief

7. Trade Risks: Code Orange - Navigating Disruption Risks & Collateral Damage

8. China Risks: Does China Have the Trump Card?

9. AXJ Risks: Compromised
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1. In Aggregate, Trump-flation is Assumed to be Reflationary …

Stagflationary Reflationary

Recessionary “Goldilocks”

Positive 

Growth Shock

Negative 

Growth Shock

Inflationary

Deflationary

Tax Cuts 

(90%)*

De-regulation 

(75%)*

Trade Tariffs 

(30%)*

Immigration

(5%)*

* Subjective confidence around implementation/outcomes, not objective probabilities
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1. … But that is Neither the Experience Nor the Guarantee

“We don’t know what the timing or substance of 

economic policy changes going forward. The Fed is 

not going to assume or guess what’s going to happen. 

In the near term, the election will have no effect.” 

We don’t guess …
…we don’t speculate … 
… and we don’t assume.

Trump 1.0 tariffs not 

outright inflationary. 

Fed need not hastily 

reverse course.
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2a. Fed’s Restrictive Stance Leaves Scope for More Easing than the “Dot Plot” Suggests
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2b. Whereas US Household Cash-flow Constraints Threaten Demand Resilience

Chart from Bloomberg, San Francisco Fed, 
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2c. Front-Loading Not Necessarily Forestalling “Too High for too Long”

Front-Loaded 100bp in 2024 May Not Cut It
• The Fed’s 100bp of cuts in 2024, initiated with 50bp Sep cut, signals front-loaded easing.
• But real rates remain (too) elevated. So early-2025 policy is more “skip” not “pause”.
An Overly Hawkish (Dot) Plot for 2025-26
• Barring significant inflationary shocks, 50bp each for 2025 and 2026 is too little to insure “Goldilocks”.
• “Sticky” inflation merely tempers but doesn’t derail path back lower “neutral”.
Rate Cuts to Cluster Around Mid-2025
• Expect faster cuts into mid-2025, with some 75-100bp on the cards, to lower rates to ~3.50%.
• And then, some more by ~50bp later in 2025 if as risks to soft-landing re-emerge amid elevated real rates.
More Distinctly Dovish Leg Not Ruled Out
• Scope for distinctly dovish Fed in 2025 if jobs/demand deteriorate sharper than SEP* “controlled landing”.
Premise: Consumer Slowdown, Not Crisis
• Deeper cuts are premised on sharper consumption slowdown as cash-flows tighten a not-so-soft landing.
• And not a crisis from a balance sheet shock – for which far deeper and larger rate slashing will be required.

Outcomes: Lower Yields + Distinctly Steeper Curve + Long-end Fiscal Volatility

Pronounced Steepening

Conditional
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2d. Especially as Distributional hereas US Strains from Erosion of “Liquid” Wealth

Chart from Bloomberg, San Francisco Fed, 

US Consumer - Tightening Cash-flows

• Drawdown of savings, increased credit (and
attendant servicing burden) and softening wage
gains translate into tighter consumer cash-flows.

• In turn the hit on demand will have negative
multiplier effects at the margin, which
significantly dampen growth outcomes; even if
an outright recession is averted.

• For a Fed that is decidedly not setting out to break
something, this will be a jolt out of the Type 2
error resulting from the earlier Type-1 error.

“Type-1” Error: Wrongly rejecting null hypothesis of inflation risks.

“Type-2 Error: Wrongly failing to reject null hypothesis of persistent inflation risks
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2e. Fed’s Hawkish Tilt is Perhaps Not the Last Word … as Risks Lag & Linger
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3a. Trump Trades:  Details Matter, Execution will Nuance & Fed Still in the Game!

US 
Elections

Trump

“Red 
Wave”

Split

Harris

Split

Blue 
Wave

USD Long-end 

Yields

Curve

Stronger

++++

(2-6%)

Higher

+++

(20-40bp)

Steeper

++++

(30-60bp)

Stronger

+++

(1-4%)

Higher

++

(10-20bp)

Steeper

+++

(15-40bp)

Neutral Lower

--

(5-15bp)

Flatter

-

(5-10bp)

Weaker

-

(1-2%)

Higher

+

(5-10bp)

Steeper

++

(10-30bp)

“Trump Trades” Higher 

Equities

Higher 

USD

Higher 

Yields

Steeper 

Curve

Since end-Sep (amid rising Trump 2.0 bets) +2.1% +7.6% +79bp +19bp

Tax Cuts  Fiscal Slippage  Higher Growth

Deregulation  Higher Growth

Trade Tariffs Greater 

Differentiation
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3b. Fed & Rates: Fed Cycle, Inflation Expectations & Trump

1. Front-end (2Y) Yields are Tightly Tied to the Fed Cycle, Not the Elections  Trump-Effect Overstated?

2. Long-end (10Y) Yields admittedly more affected by inflation expectations and fiscal path.
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3c. Fed & Equities: Trump Effect Validated, but Equities Highly Sensitive to Fed Policy

1. Fed QE (Balance Sheet) has Significant Sway on Equities (via cheap Liquidity)

2. Adjusting for Fed QE Effects, Trump Premium is Validated, (albeit Not Nuanced?)
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3d. Fed & USD: Trump’s Incongruence (Effects vs. Intent) & the Fed’s Influence

1. USD Strength is Not Typical Post-Elections, but Some Currency to Inadvertent Trump Boost for Greenback.

2. But again, the Fed’s Cycle is Not Only Highly Relevant, but Could Even Override.
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4a. The “Bessent Effect”: What to Make of the “Three 3s”

The 
“Three 

‘3’s”

3% 
Growth

3% 
Fiscal 
Deficit

3MBpD 
Additional 

Oil 
Equivalent

Dis-inflationary

Estimated to 

lower crude prices 

$3-4/bbl

At least 50% 

reduction in 

deficit!

~80bp higher than CBO 

estimates of 2.1-2.2%
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4b. Enough for Direction of Travel to Surprise!
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4c. Interest Rates Must Be Part of the Answer!
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5a. Lower Rates as the “Bridge” to (& From) Three-3s  The One Ring!

Lower Interest 
Rates

Lower (3%) 
Fiscal Deficit

Higher (by 
3MBpD) Oil 

Pdtn

Higher (3%) 
Growth

“Goldilocks” 

USD Policy
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5b. Caveat is that the Structural View if for Higher Term Premium Beyond Cyclical Forces

Significant & Structural lift in term 

premium, accentuating the policy cycle 

buoyancy expected in longer-end yields (in 

re-steepening), a key macro risk

i) Inflation Expectations:  Up & Uncertain?

 First, structurally higher inflation, 

associated with de-globalization 

threats that feature antagonistic US-

China geo-politics*** colliding with 

“green-flation”.

ii) Geo-Political/Social Costs Termed Out

 Moreover, conflict/geo-political 

tensions raising longer-end bond 

supply globally, exacerbated by a 

more isolationist and less predictable 

US, feature in the term structure via 

higher volatility expectations.

iii) Debt, Debasement & Dollar

 Crucially, dramatically increased,

but harder-to-time, USD

debasement risks from burgeoning

debt, may emerge as pronounced

UST term premium.
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6a. USD Policy Tensions  Soft-Landing for USD?  Cool, Not Crash

USD

Dominance

(Reserve 
Currency)

Financial 
Stability

(Denomination
)

Competitiveness

(Trade)

Sweet Spot may be for Controlled Soft 

Landing Backed by the “Three 3s”.
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6b. USD: Atypical Late-Stage USD Strength
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6c. USD Appears to be Priced to Peak Trump & Hawkish Fed Pivot
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6d. Whereas, EUR & GBP are Compromised.  So USD May be Tempered
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6e. FX - JPY-BoJ Risks: Trump 2.0 Heightens Inherent

1. “JPY Problem with a Fed Solution” Distorted by Trump 2.0 Disruptions

2. Fed Doubt & Trade pain may inflict bouts of JPY sell-off initially
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USD Narrative: Trump USD Front-Loaded, Not Unfettered
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6e. Bessent Stresses on Reserve Currency Dominance  Trump Has Fired the Warning Shot
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7a. Trade Risks: Risks Go Well Beyond China



27 |   Private and confidential

7b. Trade Risks: Excluding China, a Few Key Economies Led by Mexico & Vietnam at Risk
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7c. Winners & Losers: Vietnam is in a Precarious Position amid Trump 2.0 Uncertainties
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8a. Does China Have a Trump Card?  Unfettered Global Exports Share
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• China’s trade sector has demonstrated greater 

resilience than many had expected:

– Despite a decline in China’s share of exports to 

the US, its share to ASEAN has steadily 

increased during the same period.

– Current export levels to the US remain higher 

than those recorded in 2019, when most 

additional tariffs were implemented.
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8b. Beijing Cannot Afford Cheap RMB, But Nor Can it Side-Step Turbulence
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8c. Geo-economic Realities Accentuate “China+1” & Overcapacity Feedback Loops

• With the relocation of export-oriented factories away from China, there will be a steady rise in overcapacity along the 

manufacturing supply chains.

• Foreign direct investment is poised to see a YoY decrease for the second consecutive year, with its level likely 

reaching a new low since 2015.

Source: CEIC, Wind, Mizuho
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8d. Overcapacity is Ultimately Deflationary for China amid Profits Shake-down

• Over the past two decades, China has typically transferred deflation or inflation pressures on producer prices to 

export prices rather than its domestic consumer prices.

• However, this pattern may shift in the coming years, leading to an easier monetary policy in the long run.

• China’s rapidly aging population and declining birth rates pose challenges for China to absorb this overcapacity with 

merely domestic demand.

Source: CEIC, Mizuho
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9a. AXJ: Full Reversion of AXJ may be Challenged
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9bb. FX - CNH Beta: Expect AXJ Volatilities to be Heightened & Fluid
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9c. FX - AXJ: Steeper UST Curve an Additional Interim Risk (Especially for HY AXJ)

At the Cost of Risk Re-pricing in EM Asia …

 But path to a steeper UST yield curve may 

be bumpy for EM Asia assets and FX too.

 Possibly even entailing risk re-pricing that 

involves spot of capital outflows. 

 This is particularly in the context with a 

steeper UST yield curve typically diminishing 

the attractiveness of EM Asia yields. 

 Especially given starting point of substantially 

eroded EM Asia spread over USTs. 

… Harsher on High-Yield AXJ

 Specifically, the ability to swap credit risk 

(in EM Asia) for more pronounced 

comparative term premium pick-up in 

USTs.  going out the “risk -free” curve 

rather than going down the credit curve.

 Attendant pressure on EM Asia currencies is 

par for the course. 

 And given the credit risk-to-term premium 

swap involved, higher-yielding EM Asia 

currencies are left at a relatively greater 

disadvantage (vis-à-vis lower-yielding EM 

Asia FX). 
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FX Outlook
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AXJ Outlook
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AXJ Outlook – Cont’d
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Geo-Politics & Oil
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