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Just weeks after the elections, we lack any certainty on the 
specific policymaking of a Trump administration and an 
allied Congress. However, we can consider the basic thrust 
of his campaign and recent declarations as a starting point.  
The implications for the real economy as well as financial 
markets are being debated elsewhere, but we would like to 
focus  on potential consequences for policy-making institutions 
across the globe, particularly those with responsibilities of 
managing public assets. Our thoughts below mainly suggest the 
Trump era would primarily bring additional challenges in the 
form of accelerated US monetary tightening and more volatile 
capital flows, though there could be some limited positive spill 
over effects from a boost to US economic growth. There are 
three potential cross-border effects from the Trump platform 
that are relevant, which we highlight in the table below:

Fiscal Policy
Markets have been cheering the prospects of fiscal stimulus. 
The core would consist of tax cuts given clear alignment of 
Trump and congressional Republicans. One could presume 
that that they would mirror the proposals of either the Trump 
campaign or the Republican leadership, which would be a heavy 
emphasis on lower headline rates for corporate and personal 
income tax. The second component would be centred on 
infrastructure investment. Here, it is harder to envisage the 
political dynamics that lead to a large-scale public spending 
programme. Closer reading suggests there would be an 
investment programme similar to the Juncker Plan where 
public credits are used to leverage private investment.

Total amounts could range between 1-3% of gross domestic 
product (GDP), with our assumption that final package would be 
on the lower end of the spectrum. The amount would matter less 
than the design. Tax cuts would presumably dominate any 
package and be probably skewed toward higher-earners, thus 
yielding lower fiscal multiplier than growth-enhancing 
infrastructure. In short, it would lift growth temporarily, but 
not structurally as the stimulus would be unlikely to be invested 
effectively into productive assets. Rather, there is a good chance 
it would spark inflation in light of an economy close to full 
employment. Increased federal borrowing would lead to 
continued rise in bond yields (as per the 40+ basis points on 
10-yr US Treasuries since election), and higher inflation would 
presumably prompt Fed to accelerate its hiking cycle, both of 
which are bound to boost the US dollar in the medium term.
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Figure 1: Overview of Policies, Transmission and Possible Impact On Global Official Institutions

Policy Area Action Transmission Impact on Official Institutions

Fiscal Stimulus through tax cuts &  
infrastructure investment;

Reform of the tax code

•	  Lowers US Foreign Direct Investment (FDI) abroad and 
lowers Emerging Markets (EM) export growth

•	 Capital	flows	to	US
•	 	Promotes	shift	away	from	monetary	to	fiscal	policy

- Monetary tightening
-		Volatile	capital	outflows
+  Higher return on reserve assets
+ Increased US demand
+  Helps relieve burden on monetary policy

Trade Protectionist measures 

Immigration controls

•	  Lowers US FDI abroad and lowers EM export growth
•	  Supports/provokes global protectionist reactions
•	 Inflationary	in	US

-  Currency volatility & weakness on back of lower 
growth and export receipts

Governance Erosion of Fed independence

De-regulation

Weakening of international institutions

Foreign	policy shift

•	  Paradigm shift on central bank independence
•	 	De-regulation	of	financial	and	energy	sector
•	  Weaker global coordination
•	 Geopolitical crises

-  Higher political pressure on monetary policymaking
-		Higher	risk	of	financial crisis
+  Lower energy prices good for consumers 

(- harmful for oil producers though) 
-  Higher market volatility

Impact
Expansionary fiscal policy would likely raise US inflation, 
raise US rates and boost the US Dollar. This would attract 
more capital to the US and exert monetary tightening on 
trading partners. The upside would be a shift in the global 
policy discourse to rely more on fiscal policy, a welcome 
reprieve from the sole reliance on monetary policy. In 
addition, central banks could enjoy a recovery in the 
return on the core reserve asset, US Treasuries, which 
would facilitate reserve management.



State Street Global Advisors 2

Market Commentary  |  “He’s Our President, But Your Problem”: What Official Institutions May Expect From Trump

Trade Policy
Protectionist and anti-immigration rhetoric weighed heavily 
on the US election campaign. They are also areas where Trump 
can affect change solely with presidential authority. We would 
therefore expect some imposition of protectionist measures, 
perhaps focusing on certain sectors and specific trading 
partners. We would also expect Trump to curtail employment 
by illegal immigrants in the US, possibly through increased 
deportations. These acts would add further inflationary 
impulse to the US economy, even if we assume he would 
stop short of provoking trade wars with disruptive effects 
on economic growth.

Economic Governance
At this early stage, this is highly speculative but there are doubts 
about Trump’s appreciation for central bank independence. 
Trump could use his power of appointment to influence the 
direction of monetary policy, as he had indicated on the 
campaign trail. Even if such influence was subtle, any perceived 
undermining of the Fed’s independent decision-making would 
set a poor example for central bank-government relations 
elsewhere in the world. This would occur against a backdrop 
where markets have been struggling to price and incorporate 
recent interventions of central banks. Signs of sudden policy 
reversal could pose an additional challenge. 

In addition, alternative Fed appointments could complement 
an expected shift in regulatory approach, either halting or 
reversing post-2008 financial regulation. Similarly, the US 
energy sector is likely to witness a reprieve from regulatory 
constraints and other limits to expansion. This should make 
US energy producers more competitive as it could lower 
production costs, putting downward pressure on global 
energy prices and the concomitant strain on commodity-
reliant sovereign wealth funds. 

These de-regulatory actions would come on top of scepticism 
about Trump’s commitment to established institutions of 
international governance. Criticism of free trade agreements / 
WTO membership, or NATO contributions illustrates 
weakening American support for the current international 
architecture. Even if campaign threats do not materialize, 
supranational organizations and international norms are likely 
to be undermined in the coming years. This will parallel a shift 
in foreign policy with unintended consequences that will result 
in unpredictable geopolitical crises.

Not all American-Made
The important caveat here is that the US constitutes less than 
a quarter of global GDP. Moreover, the rapid explosion of local 
currency debt in emerging markets also would suggest that 
global dependency on US developments is lower than in previous 
periods. And despite the economic logic, data over the past 
50 years does not show dollar strength correlated with higher 
GDP growth or inflation cycles in the US. 

On the other hand, the US Dollar remains the world’s reserve 
currency and US leadership still retains formative influence on 
global norms. At this juncture, the key point is to consider that 
the US President-Elect has the political space to pursue policies 
that could ripple across the globe. These could take the nature 
of ideological inspiration, financial links, macroeconomic spill 
overs or geopolitical risks. Therefore, it is prudent to recognize 
that the global order is about to experience US-induced change 
and to prepare accordingly.

Impact
Although politically toxic in recent years, trade 
liberalization continued to be one of the few limited 
supports for overall economic growth. The protectionist 
reversal is net negative for the global economy, but the 
damage is disproportionate to smaller, open economies 
than larger, closed ones. In this regard, barring all-out 
trade wars, the US can afford to impose protectionist 
measures as it forfeits a smaller share of the lost output. 
For trading partners, this could lead to lower export 
earnings, less capital inflows (especially foreign direct 
investment) and presumably depreciating pressure on 
the currency.

Impact
One of the great achievements of the past 20 years  
was the technocratic insulation of central banking.  
The re-politicization of monetary policy would bring 
about risks of wilder economic cycles and greater financial 
instability. Additional geopolitical risks would exacerbate 
market volatility in the coming years. 
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Glossary

Basis Point Refers to a common unit of measure for interest rates and other 
percentages	in	finance.	

Capital Flows Refers to the movement of money for the purpose of investment, 
trade	or	business	production,	including	the	flow	of	capital	within	corporations	in	
the form of investment capital, capital spending on operations and research and 
development (R&D).

Emerging Markets An emerging market economy describes a nation’s economy 
that is progressing toward becoming more advanced, usually by means of rapid 
growth	and	industrialization.	These	countries	experience	an	expanding	role	both	in	
the world economy and on the political frontier.

Foreign Direct Investment (FDI) An investment made by a company or individual 
in one country in business interests in another country, in the form of either 
establishing business operations or acquiring business assets in the other country, 
such as ownership or controlling interest in a foreign company.

Monetary Of or relating to money, or to the mechanisms by which it is supplied to, 
and circulates in, an economy.


