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The Era of America’s Economic Exceptionalism Is Not Over

Step 2: Fundamental Economic Framework

I Will Release My Analysis In Four Parts

• Part III: American Exceptionalism Continues And Gains 

Steam
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1. Tax Foundation
2. Bloomberg
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Will Trump Tariffs And Mounting Debt Growth Derail American Exceptionalism?

Step 1: Identify A Macro Theme

Tariff Hikes Similar Tho Those Prior To The Great Depression Debt Is On A Unsustainable Path Even Without. Extension
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Markets Should Have Not Been Surprised Given Trumps Follow Though In 2016

Step 2: Fundamental Economic Framework

Trump Campaign Promise And Follow Through In 2016 Trump Campaign Promise And Follow Through So Far In 2024
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1. George Alessandria, Shafaat Yar Khan, Armen Khederlarian, Kim J. Ruhl, and Joseph B. Steinberg, “Trade Policy Dynamics:  Evidence from 60 Years of US-China Trade”, Journal  of Political  Economy 2025 133:3, 713-749, 
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Look through the Noise: The Tariffs Are Next Shot In The Economic War With China

Step 2: Fundamental Economic Framework

China’s MFN Status Unleased A Tsami Of Exports to The US Started Offshoring And the Growth Of the Knowledge Economy
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1. Autor, Dorn and Hanson, “ The China Shock: Learning From Labor Market Adjustment to Large Changes  In Trade”, NBER, Working Paper 21906, January 2016
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Impact Of China Imports On the Rust Belt Drove Trump Victory in 2016 And 2024

Step 2: Fundamental Economic Framework

Election Margin In 2016 By Congression District Election Margin In 2024 By Congression District
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Trump Tariffs Are Substantial And Will Act As A Tax On The Economy

Step 2: Fundamental Economic Framework

As It Stands,  Trump Tariffs Are 5 to 500 times Current Tariffs Even With Shifting Demand, Tariffs Still Be A Tax of  1% of GDP
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Customs Duties Are Rising But Not As Fast As Projected

Step 2: Fundamental Economic Framework

Impact of Tariffs Will Be Small If It Is Only Focused On China Customs Duties Have Risen But Not To Levels Given Tariff Hikes
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Large Retail Businesses Are Not Passing Through All Of The Hikes To The Customer

Step 2: Fundamental Economic Framework

Reported Prices From Large Retail Business Show Little Change PCE Goods Inflation Is Actually Falling
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1. Minton, Somale, “ Detect ing Tariff Effects On Consumer Price In Real Time”, Board of Governors Of The Federal Reserve, Fed  Notes, May 9, 2025
10

A Federal Reserve Study Also Shows The Same Pattern, With About 50% of Hikes Are Being Pass-Through

Step 2: Fundamental Economic Framework

On Average, Tariffs Are Fully Reflected In Prices In Two Months So Far, Only About ½ of Tariffs Hikes Have Been Pass-through

Pass-Through 

Slope of 54%



State Of the Markets: Best Long And Short Strategies 2025Q2-Q3 
Is This The End of American Exceptionalism?

SOM Macro Strategies

11

Net Impact Of Higher Tariffs Could Be Small After Factoring In Extension of Tax Cuts 

Step 2: Fundamental Economic Framework

1. Penn Wharton Budget Model

2. CBO

3. The CBO does not include tariff revenue raises in its Reconciliation analysis
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Trump Tariffs Do Not Point to A Recession, Given The Equity Rebound And The Strong Housing Market

Step 2: Fundamental Economic Framework
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Trump May Not Reverse Tariffs As Long As The Housing Market Stays Firm

Step 2: Fundamental Economic Framework

Only The Top 20% Own Equities, The Bottom 80% Own Homes Wealth Growth Since 2019 Will Also Offset The Impact of Tariffs
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Focusing On Smoot-Hawley Tariff Hikes Misses The Real Cause of The Depression: The Fed

Step 2: Fundamental Economic Framework

The Fed Was Raising Rates To Pop The Equity Bubble…. And Pushed The Economy Into A Recession Before Smoot
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Smoot-Hawley Pushed Tariffs Back To Historical Norms, Unwinding The Cut From Underwood

Step 2: Fundamental Economic Framework
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Imports Fell Even Before Smoot, Reflecting The Recession Caused By Fed Rate Hikes

Step 2: Fundamental Economic Framework
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The Point Is That Fed Rate Hikes Create A Recession/Depression,  Not Tariffs, Even Smoot-Hawley

Step 2: Fundamental Economic Framework
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Another Example Is the 70s, Fed Rate Hikes Drove The Recession Not The Spike In Oil

Step 2: Fundamental Economic Framework

The OPEC Embargo Spiked Oil Prices While GDP Fell Correlation is Not Causation, Fed Rate Hikes Explain Falling GDP 
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Another Factor Was The Depreciation of The USD After Nixon Took The US Off the Gold Standard

Step 2: Fundamental Economic Framework

Price Of Gold After The US Went Off The Gold Standard.. The Price of Oil Was Little Changed in Gold Terms Even After The Spike
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The Economy Was Slower Before The Oil Spike, Reflecting The Fed Rate Hikes

Step 2: Fundamental Economic Framework

Inlfation Was Accelerating Even Before The Oil Spike The Fed Was Aggressively Raising Rates To Combat Inflation
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Step 3: Identify Potential Catalysts

Rising Interest Costs Will Push Deficits Higher And Will Ultimately Push Debt/GDP Close to 150% of GDP

Deficits Are Expected to Increase Despite Government Budget Discipline Due to Rising Treasury Yields

1. ”The Nations’ Fiscal Health”, GAO report  February 2025 21
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1. CBO Data
2. Assuming the Treasury average coupon will take 2 years to reflect the 5% yield 
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Debt Becomes Even A Bigger Problem If Funding Costs Rise In Contrast To The CBO Assumption

Step 3: Identify Potential Catalysts

CBO Treasury Yield Assumptions Vs A 5% 10-yr 

CBO Assumptions Debt Growth Explodes If the 10-yr Goes Up 50 bp From Current Levels
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Treasury Yield Could Rise If Tariffs Push Europe's Excess Savings Away From the US

Step 3: Identify Potential Catalysts

The Eurozone Is A Net Saver But Not A Domestic Investor… Europe Funds US Investment Given The US Savings Shortfall
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Step 3: Identify Potential Catalysts

Foreign Demand For Treasuries Was Strong Prior to The GFC.. But That Flattened Out Was Dwarfed By Fed QE Buying
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Foreign Demand For Treasurys Must Rise Even Further To Replace The Fed’s Demand

1. Department  of Treasury 24
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Step 3: Identify Potential Catalysts

QE Normalization Pushed Up Velocity And Rates…. Europe Has Seen The Same Correlation
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QE Pushes Down Rates, And Now Fed QT Is Pushing Them Back Up To Normal

1. Bloomberg
2. Board of Governors Of The Federal Reserve, Announcement

3. ECB Data Portal
25

QE Normalization

QE Normalization
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So Far, Europe Continues To Buy US Assets, But That is For Now…

Step 3: Identify Potential Catalysts

Europe Has Increased Holdings of US Assets Since 2024 Nothing Has Really Changes Given Recent Data
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