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Trump 2.0 – New World Order
Overdue or Overblown?

February 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 & Trumpflation: Are Reflationary Expectations Exaggerated? 

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

3. The Fiscal “Curveball”? The Bessent-DOGE Effect May Wrong-Foot Bond Vigilantes Later

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

5. USD: Not Unfettered Surge: Tempering on Fed & (Partial) Relief. Plaza-Lite “Tail” (risk)!

6. Trade Risks: Firing from the Hip, Zero Sum Game (ZSG) & Exceptionalism Delusion

7. China Risks: China May Have Trump Cards, But Not (CNH) Immunity

8. AXJ: Compromised by Collateral Damage
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1. Trumpflation May Not be as Reflationary as Currently Assumed

Stagflationary Reflationary

Recessionary “Goldilocks”

Positive 

Growth Shock

Negative 

Growth Shock

Inflationary

Deflationary

Tax Cuts 

(90%)*

De-regulation 

(75%)*

Trade Tariffs 

(30%)*

Immigration

(15%)*

* Subjective confidence around implementation/outcomes, not objective probabilities

“Trump Trades”

Real(ized) 
Trump Trades?

“Bessent Effect”

Trade, Immigration, 
uncertainty blow back 
amid Energy anchor.
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1a-i. Energy/Oil: US Energy Dynamics & Posturing to Dis-inflate? 

Higher Energy 
Prices

Softer Energy 
Prices

i. Global Demand-Supply to Buffer: For one,  

the bigger picture is for aggregate global 

supply dynamic to at least keep apace, if 

not comfortably outstrip, demand shifts. 

ii. Non-OPEC led Supply Offset: Second, the 

of Russia’s crude disruption is likely to be 

offset elsewhere. OPEC has compelling 

spare capacity poised for (delayed) output 

bump-up. Crucially, non-OPEC production 

outside of Russia has grown significantly, 

and is set to be flush.

iii. “Leaky” Russian Oil Sanctions: Notably, the 

sanctions could still prove “leaky”. 

Russia’s oil leaching into global supplies is 

highly likely outcome (and the lived 

experience). And with Russian oil at an 

even deeper discount, perversely blunting 

price upside from sanctions.

iv. US Energy Ascendancy: What’ more, US 

ambitions to materially lift energy output, 

inevitably deepening and solidifying its 

position as a net energy exporter is yet 

another critical dynamic to check 

unmitigated upside* in prices. 

v. Beijing Buffer: On the demand-end, China’s 

inclination to stockpile during periods of 

softer prices, provides the strategic 

inventory buffer to dampen bullish oil 

impulses. Especially as onshore demand 

recovery remains subpar.  
* Admittedly, US producers welcome price buoyancy, but the 

supply will subdue the extent of upside in prices, all else equal. 
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1a-ii. Oil: Despite Geopolitics, US Energy Ascendancy Ambitions may Overwhelm
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1b. Immigration ➔ Execution Matters. Ultimate Risks are Deflationary.

source: visualcapitalist.com
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1c-i. The Impossible Trinity of Trump Tariffs

Fiscal 
Revenues

Geo-political 
Leverage

Trade-
Industrial 

Rebalancing

• One (Tariff) Tool, Many Objectives Apart from the obvious motivation to force 

trade/industrial re-balancing and attendant supply-chain relocation (to the US), tariffs 

are also being exploited for geopolitical leverage  and to raise fiscal revenues. 

• Conflicting Objectives: Trouble is, there are obvious conflict in objectives. Fiscal revenues 

argue for steady, wide and steep tariffs. Leverage prioritizes non-trade deal-making (that 

entails rescinding on tariffs) and trade rebalancing requires strategic nuance.

• Conflicting Objectives: Acute tariff uncertainty results from the one tariff tool is being 

exploited for multiple objectives. , undermines a path to quick resolution. 

Tariffs
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1c-ii. In fact, Trump 1.0 Reveals Inflation Contained & Subsequent Demand Dent

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. Especially as Tight Conditions Preside Over Softer Jobs-Wage Confidence
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2d. 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 late-2025, with some 75-100bp on the cards, to lower rates to ~3%.
• 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 2025 back-end if jobs/demand deteriorate too sharp for a“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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3a. The “Bessent Effect”: A Dis-inflationary, Lower Yield Path to Higher Growth?

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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3b. Enough for Direction of Travel to Surprise … But Interest Rates Must Be Part of the Answer!
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4a. 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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4b. Caveat is that the Structural View is 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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5a. USD Policy Tensions ➔ Soft-Landing for USD? ➔ Cool, Not Crash

USD

Dominance

Reserve 
Currency

Financial 
Stability

Denomination

Competitiveness

Trade

Tail Risk:

Plaza Accord-

Lite!

Sweet Spot may be for Controlled Soft 

Landing Backed by the “Three 3s”.
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5b. USD: Atypical Late-Stage USD Strength
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Tail Risk – “Trump Plaza” (Accord)

• A Plaza Accord-type reflex from the 

Trump Administration is admittedly a 

“tail risk” (of extreme consequence but 

very low probability). 

• Especially given broad-based currency 

valuations (vis-à-vis the USD) have not 

diverged as violently as compared to 

the 1980-1985 Plaza Accord run-up.

• Nonetheless, coordinated policy action 

to revalue major currencies (JPY, EUR) 

higher (and soften the USD) cannot be 

dismissed summarily. 

• Not when global trade antagonism is 

exceptionally elevated amid US tariff 

threats. 

• Perversely, currency pressures on US 

partners from tariffs threats may 

increase the odds of a “Trump Plaza” 

outcome. 

• Upshot: With JPY exceptionally 

undervalued, USD significantly 

stronger (on broader measures) and the 

US intent on forcefully correcting trade 

imbalances, nothing is off limits. 
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Tail Risk: Perversely Increases with Trade Antagonism (which typically Pressures AXJ)

• Especially insofar as a carefully 

managed calibration of 

currencies (vs. USD) helps to 

achieve the USD’s dual objective 

of an uncontested reserve currency 

yet sufficiently competitive. 

• While certainly not the first resort, 

there is an identifiable path to 

Trump Plaza (Plaza Accord 2) 

amid heightened geo-economic 

tensions. 

• If this comes to bear, the sharpest 

appreciation shocks may come 

through the JPY with significant 

collateral damage to Nikkei and 

risk sentiments amid “carry 

unwind”. 

• AXJ assets could inevitably be 

swept up in volatility and 

pressured. Although opposing FX 

(appreciation) forces via JPY and 

CNY cues will obfuscate the “end 

game”. 
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5c. Whereas, EUR is Compromised.  So, USD May be Tempered
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5d. FX - JPY-BoJ Risks: Trump 2.0 Heightens Inherent Volatility & Emboldens “Carry” for Now

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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6a. Trade Risks: Risks Go Well Beyond China
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6b. Trade Risks: Excluding China, a Few Key Economies Led by Mexico & Vietnam at Risk
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7a. Does China Have a Trump Card? ➔ Unfettered Global Exports Share
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to US to ASEAN

• 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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7b. Beijing Cannot Afford Cheap RMB, But Nor Can it Side-Step Turbulence
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8a. AXJ: Full Reversion of AXJ may be Challenged
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8b. FX - CNH Beta: Expect AXJ Volatilities to be Heightened & Fluid
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8c. 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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Policy Outlook
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Steel & Aluminum Tariffs Exposure
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Steel & Aluminum Tariffs Exposure – Adjusted Exposure
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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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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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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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