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On November 5 this year, American voters will have a choice:
will they support former Republican President Donald Trump?
Or will they elect Vice President Kamala Harris, who was
chosen as the Democratic candidate at short notice follow-
ing President Joe Biden’s decision not to run again? This US
presidential election is likely to be one of the most important
elections on the global stage. The world is currently suffering
from wars, rising tensions between major powers, and other
geopolitical risks. Nevertheless, most of these risks have not
yet radically affected the outlook for economies and markets.
However, many observers fear that this could change if the US
returns to an aggressive “America First” stance. On the other
hand, Harris is seen as a candidate of policy continuity who
will maintain many of Biden’s economic and foreign policy
measures.

In this issue of EconPol Forum, our authors critically compare
the economic, environmental, and foreign policy proposals of
the two leading candidates. They assess the consequences of
the different policy programs in the US, e.g., for the domestic
economy and policy, and abroad. They suggest how Europe
and other regions of the world could use their geoeconomic
and geopolitical strategies to counter US protectionism and
other discriminatory policies and help build a reformed and
more legitimate international order.

In “Institutions Around the World,” the authors draw impor-

tant lessons from the turbulence in the banking sector in 2023:

effective regulation and supervision is a moving target that

must adapt to changing circumstances and banks’ busi-

ness models. In “Big-Data-Based Economic Insights,”

they examine how the constant shift to working from
home, which is often a mixture of office and remote
working, will reduce the demand for office space in
Germany in the long term.
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US Presidential Election 2024: What'’s
Next for Global Politics and the World

Economy?

Chang Woon Nam

On November 5 of this year, American voters will have
a choice between former Republican President Donald
Trump and Vice President Kamala Harris, who was
named the Democratic nominee after President Joe
Biden’s decision not to run for the presidency again. A
record number of countries are holding elections this
year, but this US presidential election is likely to be one
of the most important due to the country’s influence
on the global stage. Although the world is currently
suffering from wars, rising tensions between major
powers, and other geopolitical risks, most of these
have not radically affected the outlook for econo-
mies and markets in the short term. However, many
fear that this could change if the US returns to an
aggressive “America First” stance. On the other hand,
Harris is seen as the candidate of political continuity
who will maintain many of Biden’s economic and for-
eign policy measures.

Domestically, Mr. Biden has increased investment
in infrastructure and manufacturing, clean energy,
and expanding job opportunities as part of “Bidenom-
ics,” which has led to strong growth during his pres-
idency, but also to inflation and rising government
debt. Mr. Trump, in turn, has blamed his successor’s
huge government spending for inflation and prom-
ised a return to lower taxes and less regulation. Aside
from such differences in the fiscal policy priorities of
the two candidates, of which change could also have
multiple cross-border spillover effects, the 2024 US
elections are seen more than ever as a pivotal mo-
ment in global politics and have the great potential
to reshape international trade, climate policy, and the
geopolitical landscape.

Democrats and Republicans agree on some is-
sues, such as the strategic rivalry with China, the pro-
tection of domestic production, and access to stra-
tegic technologies. But the parties also disagree on
issues that are of crucial importance to Europeans,
such as climate protection, the war in Ukraine, and
the United States’ relations with its allies. The poten-
tial for a shift towards nationalist and populist rule
(including in relation to migration issues), and the
weakening of postwar institutions could also redefine
international relations.

This issue of EconPol Forum contains nine articles
on the impact of the upcoming US presidential elec-
tion on global politics and the world economy. They
not only critically compare the economic, environmen-

tal, and foreign policy proposals of the leading can-
didates, but also assess the potential consequences
of their policy differences for the US domestic econo-
my and politics, as well as their significant global
spillover effects. The authors also make some policy
suggestions on how Europe and other regions of the
world should use their geoeconomic and geopolitical
strategies to counter US protectionism and other dis-
criminatory measures and help build a reformed and
more legitimate international order.

In terms of future economic policy priority, Barry
Eichengreen calls for the next US president to immedi-
ately tackle the country’s chronic budget deficits and
spiraling debt, while neither candidate is committed
to free trade. Yet, Trump’s trade policies will be driven
by hostility towards China, while Harris’s will be more
influenced by climate and labor standards. One major
difference between the two candidates is on climate
policy, where Trump proposes to once again withdraw
the US from the Paris Agreement, while Harris was
a proponent of the New Green Deal in 2019. Trump
promises to lower the cost of living by eliminating red
tape and restrictions on oil and gas exploration and
production, while Harris has promised to eliminate
price gouging and provide subsidies for affordable
housing.

Anders Aslund points out that the main differ-
ences between Trump and Harris also lie in the areas
of immigration and taxes. Trump wants to deport all
illegal immigrants, while Democrats want well-regu-
lated legal immigration from the standpoint of limiting
disruption to the US labor market, while controlling
illegal immigration but offering illegal immigrants the
opportunity to legalize their stay in the US. As for tax-
ation, Trump supports billionaires, calling for mini-
mal taxes on them and their businesses, while Harris
wants higher taxes for corporations and the wealthy.
Democrats talk a lot about the need for green energy,
which is developing faster in Republican-led states
because they don’t insist on so many regulations.

Kimberly A. Clausing argues that to effectively
address the enormous fiscal challenges caused by
huge deficits and debt, spending cuts alone are not
enough, but that the US needs to build a tax system
that is better suited for this purpose. Candidate Trump
and the Biden-Harris administration are very far apart
on fiscal policy issues. The Trump campaign has pro-
posed budget-damaging extensions of provisions of
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the Tax Cuts and Jobs Act in addition to new tax cuts;
the proposed revenue increases (including tariffs) and
unspecified spending cuts would not be enough to
avoid a sharp increase in the deficit. In contrast, the
Biden-Harris administration has proposed many po-
tential tax increases to meet US fiscal needs without
significantly burdening most Americans. The election
will also have an impact on the distributional effects
of key tax policy priorities: Trump’s proposal for a
tax policy shift that includes lower income taxes and
higher tariffs would make the US tax system less pro-
gressive, while the Biden and Harris proposals empha-
size tax policies that would increase its progressivity.

Instead of addressing the projected debt burden,
which is unprecedented and unsustainable, William
McBride and Erica York criticize that both candidates’
fiscal plans will likely exacerbate the trajectory of US
debt and slow economic growth. Harris’s proposals of
higher taxation of top earners and companies (includ-
ing raising the corporate tax rate to 28 percent), and
significantly greater redistribution via tax law would
shrink the US economy by around 1.6 percent and fail
to generate the revenue needed to cover increased
spending. Trump’s tax policy of making the 2017 tax
cuts permanent and further lowering the corporate
tax rate could boost growth, but his aggressive tariff
strategy would damage the economy and would not
be enough to pay for the tax cuts.

Markus Jaeger believes that foreign trade and
macroeconomic policies under a Harris administration
would offer broad continuity with the Biden adminis-
tration, while policies under another Trump adminis-
tration would have the potential to be highly disrup-
tive. Although US national security-focused trade and
investment policies will be further tightened in the
context of US-China strategic competition, Trump’s
trade policies could prove highly destabilizing to the
global trading system, seriously straining US-EU trade
relations and leading to a full-blown trade war with
China. The EU should use its new geoeconomic tools
to prevent discriminatory measures by the US, while
signaling openness to negotiations on how best to
defuse the transatlantic economic conflict.

The US is Germany'’s largest trading partner. A
simulation carried out by Andreas Baur, Lisandra Flach
and Dorothee Hillrichs shows that German exports to
the US and China will fall significantly in response
to potential new tariffs announced by Trump during
his election campaign - a 20 percent tariff on all US
imports combined with a flat 60 percent tariff on US
imports from China. However, the negative direct
impact of these US tariffs will be partially offset by
trade diversion in the form of increased trade be-
tween Germany and other countries, resulting in an

overall 2 percent decline in German exports. Germany
and the EU should not only work more intensively on
new trade agreements to mitigate the risks of such
protectionist measures by the US, but also strengthen
their single market in order to remain an attractive
trading partner for the US.

As for possible changes in American foreign and
security policy, Mark N. Katz believes that Harris is
likely to continue President Biden’s foreign policy,
and just as Biden continued former President Trump’s
foreign policy, a reelected Trump is likely to continue
much of Biden’s. Many see that Trump’s criticism of
NATO is aimed at getting European members to spend
more on defense, not getting the US out of the alli-
ance, and that he doesn’t want Ukraine to collapse on
his watch and fall into Russia’s hands. Nevertheless,
Europe should not only increase defense spending to
encourage the US to maintain its NATO commitment,
but also step up planning for an independent Euro-
pean defense in case the US commitment becomes
unpredictable or wanes.

Valentino Larcinese emphasizes that the role of
money in US politics has increased impressively in
recent years and argues that reforming the campaign
finance system is one of the most pressing challenges
for the future of US democracy. Currently, money from
individuals, corporations, and trade unions can flow
to candidates without regulation, restriction or, in
some cases, transparency, while there is growing ev-
idence that such donations are increasingly influenc-
ing politicians and - through issue advertising - the
political agenda as well as the prominence of particu-
lar issues in the public debate. This development, in
turn, also tends to have an impact on economic policy
in the US: wealthy donors are generally much more
conservative on economic issues than the population
as a whole.

The world is in a period of severe political and eco-
nomic turmoil. Pddraig Carmody and Paul S. Ciccantell
emphasize once again that the political outcome of
the 2024 US presidential election has great potential
to either accelerate the process of global disintegra-
tion or support the construction of a reformed and
more legitimate international order. The way in which
the competition between the US and China is played
out appears to be the key to global stability and
prosperity. Not only Europe, but also other regions
of the world, including Asia and the Global South,
need to prepare for shocks that a potential Trump
victory could bring: the stakes are high for both the
US and the world.

We hope you enjoy this Policy Debate of the Hour!
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Barry Eichengreen
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The Economic Policies of the Next US

President

Every US presidential election is consequential, but
American voters will face an exceptionally weighty
decision in November 2024. The outcome will have
implications for US foreign policy, social policy, and
the integrity of the political system.

And then there’s economic policy. Vice President
Kamala Harris is the candidate of economic policy
continuity. While she lacks experience and a lengthy
record of statements on economic policy issues, the
best bet is that she will maintain many of the policies
of President Joe Biden. Her opponent, former Pres-
ident Donald Trump, is a candidate of continuity as
well - continuity with the low-tax, high-tariff, busi-
ness-friendly policies of the Trump term from 2017
through 2020.

DEBTS AND DEFICITS

The next president, whomever he or she may be, is
likely to inherit an economy with low unemployment,
an inflation rate converging toward 2 percent, and a
growth rate that is the envy of most any European
economy. But he or she will preside over an economy
with a large public debt (debt in the hands of the pub-
lic on the order of 100 percent of GDP) and a budget
deficit that the nonpartisan Congressional Budget
Office projects, given no changes in current law, will
approach 6.5 percent of GDP in 2025, down only mar-
ginally from 2024. Assuming a real interest rate of
1 percent and a real GDP growth rate of 2 percent, the
primary (non-interest) deficit will have to be reduced
by 2 percentage points of GDP to prevent the debt ra-
tio from rising further. One respect in which the two
candidates’ economic policy positions are aligned is
that neither has a realistic plan for closing this gap.
The CBO’s projections assume that the 2017 Tax
Cuts and Jobs Act will expire at the end of 2025, as
scheduled under current law. That act, passed during
the earlier Trump term, cut the corporate tax rate to
21 percent from 35 percent, reduced individual in-
come tax rates, and increased the standard deduction
available to income taxpayers who do not itemize de-
ductions. Trump is unlikely to endorse higher taxes;
on the contrary, he has indicated a desire to make his

KEY MESSAGES

The next president of the United States will have

to address the country’s chronic budget deficits

and spiraling debt. Unfortunately, neither candidate
has a coherent plan

Neither candidate is committed to free trade.
Whereas Trump’s trade policies will be condi-
tioned by animosity toward China, Harris’s will
be shaped by climate and labor standards

A dramatic difference between the two candi-

dates is on climate policy, where Trump proposes
to again withdraw the US from the Paris Agreement
and to expand the use of oil and gas, whereas Har-
ris was a proponent of the 2019 New Green Deal

Trump promises to reduce the cost of living by elimi-
nating red tape and restrictions on oil and gas explo-
ration and extraction, while Harris has promised to
eliminate price gouging and other anti-competitive prac-
tices and to provide subsidies for affordable housing

the tax rate on capital gains, and impose a largely
symbolic minimum tax rate on incomes of billionaires,
all along the lines of the Biden Administration’s earlier
budget. The Biden White House’s proposed budget for
the fiscal year running from July 2024 through June
2025 would also have hiked the corporate tax rate
from 21 to 28 percent, reversing out half of the rate re-
duction between pre- and post-Trump years, and the
Harris campaign has signaled support for this idea.
These and related proposals would reduce the deficit
by USD 75 billion in 2025, according to independent
estimates, where the overall deficit, again pace the
CBO, is slated to be on the order of USD 2 trillion. The
additional revenue, then, is what
tax specialists politely refer to
as a drop in the bucket.

Equally, there will be lim-
ited scope for the next presi-
dent to reduce public spend-
ing. Some 59 percent of federal

Barry Eichengreen

is George C. Pardee and Helen N.
Pardee Chair and Distinguished
Professor of Economics and Po-
litical Science at the University
of California, Berkeley.

earlier tax cuts permanent. In his speech accepting outlays are on pensions (Social

the nomination at the Republican National Conven-  Security), health care programs
tion, he proposed reducing the corporate income tax  (such as Medicare for the elderly
rate further to 15 percent. In contrast, Harris would and Medicaid for low-income in-
raise taxes on the well off, defined as households  dividuals), and other mandatory
making more than USD 400,000 annually, increase items. Another 13 percent of the
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budget goes to defense, and a further 14 percent
pays interest on the debt. Basic arithmetic suggests
that this leaves only a small fraction of the budget
for forms of discretionary spending that might be cut.
Trump has suggested sharp reductions in government
employment and alluded to equally sharp reductions
in defense spending. Whether domestic politics will
permit the former, foreign politics the latter, is an
open question, to put the matter in the most posi-
tive possible way.

Harris for her part has advocated in favor of Bid-
en’s programs providing subsidies for the domestic
production of semiconductors and other advanced
products on both national security and good-man-
ufacturing-jobs grounds. She would implement so-
called place-based policies that subsidize investment
and small business operations in urban and rural
communities that have fallen behind the rest of the
country in terms of income and employment growth.
She has proposed expanded tax credits for parents,
paid parental leave, public spending on childcare, and
more funding for education. She would add a USD
6,000 tax credit for newborns in their first year of life
and make permanent the temporary pandemic-era
tax credit for children that the Congress subsequently
allowed to expire.

Recent research has pointed to positive returns
from place-based policies, early childhood educa-
tion, and reductions in child poverty (where such
reductions make for better adult health and higher
incomes). More precisely, it has pointed to positive
returns when the policies and programs in question
are well designed. Harris has emphasized this “re-
turn on investment” (her words); her campaign has
suggested that many of these programs will pay for
themselves. But appropriate design and high returns
are not to be taken for granted. The experience of Eu-
ropean countries that have similar programs in place
suggests that these will have to be financed, at least
in part, to avoid further widening the budget gap.
Financing such programs will be no mean feat: mak-
ing the pandemic-era tax credit for children perma-
nent, by itself, would cost more than USD 1.2 trillion
in revenues over ten years, according to the nonpar-
tisan Committee for a Responsible Federal Budget. It
is worth recalling, moreover, that all bills for raising
revenue must originate in the House of Represent-
atives and be passed by both Houses of Congress.
The US president, of whatever party and inclination,
cannot address the country’s fiscal imbalance on his
or her own. This is a reminder that November 2024
will see the election of not just the president but also
one-third of the Senate and the entire House.

TRADE POLICY
Candidate Trump has also mused about a more rad-

ical fiscal idea, namely replacing the federal income
tax in its entirety with a tax on imports, which he as-
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serts will be paid in whole or large part by foreigners.
Most economists will dismiss this idea out of hand.
Replacing USD 2 trillion of individual and corporate
tax revenue with taxes on USD 3 trillion of US imports
would require an enormously high tariff, even assum-
ing no decline in US import demand, no foreign retal-
iation, and no corollary damage to the US economy.
Although Republicans in Congress no longer pledge
allegiance to the Laffer Curve, even they will find
it hard to deny that an import tax rate in excess of
67 percent will be on the wrong side of that relation-
ship. Even the revenue-maximizing tariff, which is on
the order of 50 percent given conventional assump-
tions about the elasticity of import demand, would
replace barely one-third of existing individual and
corporate tax revenues. As for the assertion that this
import tax will be paid by foreigners, studies have
shown that the largest share of the costs of Trump’s
first-term tariffs were passed through to US consum-
ers and producers. Shifting from a graduated income
tax to what would effectively be a de facto consump-
tion tax would have the most dramatic negative ef-
fects on low-income US households, who devote the
largest share of their incomes to consumption.

Alternatively, Trump has proposed a 10 percent
tariff on all US imports and a 60 percent tariff on
imports from China. The comprehensiveness of a
10 percent across-the-board tariff and the height of a
60 percent Chinese tariff would be escalations of poli-
cies followed in the earlier Trump term, when only cer-
tain imports were taxed and tariffs on imports from
China ranged from 10 to 25 percent.

It is relevant here that Biden in his presidential
term did not roll back Trump’s tariffs in their entirety.
Not only did he retain his predecessor’s tariffs on im-
ports from China, but he increased those duties on
steel, aluminum, and clean-energy products, even
quadrupling tariffs on Chinese electric vehicles. To
be sure, in 2021 the Biden Administration negotiated
an agreement with the EU suspending US tariffs on
European aircraft and agricultural products and re-
placed US tariffs on European and Japanese steel and
aluminum with a tariff-rate-quota system, where only
imports above the designated quota are taxed. But,
whatever the outcome, the 2024 election will not her-
ald a return to free trade in the United States. The
global trading system will remain under strain. Decou-
pling between the US and China will continue.

It is worth recalling in this context that Vice Pres-
ident Harris has stated that she would have voted
against the 1992 North American Free Trade Agree-
ment (NAFTA) and the proposed 2016 Trans-Pacific
Partnership. While serving in the Senate in 2020, she
voted against the successor to NAFTA, the United
States-Mexico-Canada Agreement (USCMA). In ex-
plaining her opposition to NAFTA, Harris cited its
failure to protect American workers from low wages
and lax labor standards abroad. In voting against US-
MCA, Harris cited the agreement’s inadequate envi-

25 cesifo



ronmental protections, and that free trade between
the US and Mexico enabled dirty industries to operate
freely south of the border. This suggests that under a
Harris Administration future US trade conditions and
agreements will be conditioned on labor and environ-
mental standards.

CLIMATE POLICY

This observation points to what is perhaps the most
consequential economic policy difference between
the two candidates, namely their positions on climate
policy. President Trump pulled the United States out
of the Paris Climate Accord in 2019, while the US un-
der President Biden reentered it. Trump has vowed
to expand oil and gas production, and his campaign
has stated that he would withdraw the US from the
Paris Accord a second time if granted another term.
In contrast, Harris supported the Green New Deal
while serving in the Senate and investigated the oil
industry while California Attorney General, securing
a settlement from British Petroleum subsidiaries in
compensation for underground gas tank ruptures and
indictments against a Texas-based pipeline operator
for an environmentally damaging oil leak.

Thus, under a President Harris the United States
is likely to attempt to revive US-EU negotiations seek-
ing to link trade and decarbonization. Those negoti-
ations were suspended in early 2024, partly owing
to seemingly irreconcilable differences between the
negotiating partners, and partly due to the difficulty
of passing a new trade agreement into law given a
divided Congress and a US presidential election year.
The fundamental difficulty lies in the two economies’
very different approaches to limiting carbon emis-
sions. Europe is putting in place a carbon border ad-
justment mechanism that will tax imports of emis-
sion-laden products at the same rate as domestically
produced substitutes subject to the EU’s cap-and-
trade emissions system. The US Congress has blocked
cap-and-trade, so US negotiators have instead pro-
posed symmetrical subsidies for low-carbon produc-
tion of steel, aluminum, and other products, together
with the elimination of both Europe’s carbon border
adjustment system and US tariffs on steel and alumi-
num, and tariffs on imports from other countries that
do not subsidize or otherwise move to low-carbon
production. Whether a Harris Administration could
reconcile these two different approaches is unclear.
But it is likely to try. The alternative is more US-EU
commercial tension and headwinds for the global
trading system.

THE DOLLAR

Another issue for the next president of great conse-
quence for the rest of the world is policy toward the
dollar. Trump, his vice presidential running mate J.
D. Vance, and his former trade negotiator (and pro-
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spective treasury secretary) Robert Lighthizer have
complained that the high value of the dollar hand-
icaps the efforts of US exporters. Given the limited
resources of the Exchange Stabilization Fund of the
US Treasury, it is unclear whether intervention in the
foreign exchange market in pursuit of a lower dollar
would succeed. Trump’s advisors have suggested the
possibility of tariffs on imports from countries that
prevent their currencies from appreciating against
the greenback, or alternatively a tax on foreign pur-
chases of US treasury securities and other assets, pur-
chases that have the effect of supporting the dollar
on foreign exchange markets. The first measure could
be destabilizing for the global trading system, since
Trump’s initial 10 percent tariff would itself push up
the dollar, insofar as it did nothing to alter the bal-
ance between US saving and investment and there-
fore the current account balance. More tariffs would
then make for a stronger dollar, and in turn still more
tariffs, continuing without obvious end.
Alternatively, taxing foreign purchases of US
treasuries would undermine the international and re-
serve currency role of the dollar. There being no ad-
equate substitute for the dollar as a source of global
liquidity, global finance as well as global trade would
be at risk. Yet another possibility is President Trump
pressuring the Federal Reserve to lower interest rates
so as to weaken the dollar, Trump in the past having
raised questions about the independence of the cen-
tral bank. A serious challenge to the independence
of the Fed would in turn weaken confidence in the
integrity and stability of the dollar as an international
currency, again with ominous implications for the
global trade and financial systems. President Biden
has adhered to the so-called “strong dollar policy”
of US administrations since the 1990s - which mainly
amounts to not commenting on the dollar. He has not
questioned the independence of the Fed. Vice Presi-
dent Harris has not shown signs of departing from this
line. As she put it in the late days of last summer, “The
Fed is an independent entity and as president | would
never interfere in the decisions that the Fed makes.”

THE COST OF LIVING

The Federal Reserve notwithstanding, inflation is an
issue is of great concern to American voters and hence
to both presidential candidates. Trump has promised
to bring down the cost of living - effectively, to re-
verse past inflation. He has not provided much detail
on specific policies to achieve this, other than elimi-
nating costly regulation and removing limits on oil and
gas exploration and extraction. Harris has focused on
food prices and housing costs. She proposes a fed-
eral ban on price gouging for groceries, a measure
that seems somewhat redundant, since many states
already have laws prohibiting predatory pricing in the
wake of hurricanes and other natural disasters. Allu-
sions to “new federal enforcement tools” to punish
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companies that opportunistically push up the prices of
food are open to various interpretations. Best would
be to simply use existing enforcement tools, such as
the existing antitrust, pro-competition powers of the
Justice Department and the Federal Trade Commis-
sion. Reassuringly, Harris alluded to this alternative
as well, asserting in her maiden economic address in
August that “We will help the food industry become
more competitive because | believe competition is
the lifeblood of our economy.”

On housing, Harris would send up to USD 25,000
of down-payment assistance to qualifying first-time
home buyers. (Who exactly would qualify is yet to be
specified.) She would provide tax credits to companies
that build starter homes, and direct USD 40 billion to
local governments that encourage the construction of
affordable housing. Increasing the supply of homes
is an admirable goal in a country where, for many,
housing is unaffordable. The USD 40 billion fund can
be leveraged to counter local government resistance
in areas where NIMBY (“not in my back yard”) sen-
timent is strong. But down-payment assistance will
only increase the demand for homes. Basic incidence
analysis suggests that the benefits will accrue heavily
to home builders and sellers, and not to first-time
buyers, insofar as supply remains inelastic.
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POLICY CONCLUSIONS

No question, the upcoming US election will have
far-reaching implications for the global trading sys-
tem, for US-EU economic relations, and for climate
policy. It will determine whether there is regress, pro-
gress, or perhaps just stasis in redressing the imbal-
ance in US fiscal policy. It could reshape the position
of the dollar and more generally of the United States
in the world economy. It will affect US-China relations
and the fate of globalization. Clearly, much is at stake.
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What to Expect from US Economic
Policy after the Presidential Election

The US presidential election stands between Vice
President Kamala Harris and former President Don-
ald Trump. Trump’s policies are well known, while
Harris is not all that well defined. She pushed a com-
paratively left-wing agenda in 2019 when she was a
presidential candidate, but as Vice President she has
been extremely cautious and loyal to President Biden.
With a brief election campaign, she might not have to
clarify her positions, but it is clear that she no longer
opposes fracking or insists on Medicare for all, moving
toward the political center.

THE US ECONOMY IS MORE DOMINANT THAN
EVER

Since the global financial crisis erupted in 2008, the US
economy has taken off on a higher trajectory than the
EU economy. It has grown steadily by about 2 percent
a year while the EU economy has grown by 1 percent
a year. Strangely, this is hardly mentioned in the US
public debate, which is all about China. This leaves
the impression that Americans are suffering badly.
President Biden’s idea to launch the concept of “Bide-
nomics” as a great success was factually accurate, but
it backfired politically. The main public concern has
been high inflation that peaked at 9.1 percent in June
2022 but has now fallen below 3 percent.

For the last couple of years, the US economy
has recorded the lowest unemployment since the
1960s, plummeting to 3.5 percent. At present, the
unemployment rate has risen to 4.3 percent and is
increasing, but that is tiny by historical and interna-
tional standards.

In 2008, the US and EU GDP were of approxi-
mately the same size, USD 15 trillion versus USD 16
trillion, respectively, but in 2023 the US GDP had
grown to USD 27 trillion, while the EU GDP was only
USD 18 trillion, or USD 20.6 trillion if we add the
United Kingdom. During these 15 years the US econ-
omy had expanded by 82 percent in current dollars
but the EU GDP only by 26 percent, that is, the EU
growth was only one-third of the US growth. Much
of this was exchange rate changes, but the point is
that Europeans prefer to invest in the US. Most shock-
ing is the market values of the biggest companies in
the world. Of the 20 most valuable companies in the
world, 15 are American and only two European.

Given that the US economic situation is so dif-
ferent from the European, the US economic think-
ing is correspondingly different. The main US global
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B Both candidates, Kamala Harris and Donald
Trump, favor protectionism, but Trump to an

extreme degree

B The joint protectionism is mainly directed against

Chinese technology

B Trump favors mass deportation of immigrants,
while the Democrats want orderly immigration

B Nobody cares much about the unsustainable
public finances, but the Republicans want to
cut taxes, while the Democrats want to raise
them for corporations and the wealthy

B The rhetorical differences over green energy

are largely fictive

economic concern is China. Both the Democrats and
the Republicans are primarily focused on high-tech,
most of all semiconductors, and the preferred tool is
prohibitions of exports of top technology to China.
This drives the US in the direction of protectionism
and industrial policy.

JOINT PROTECTIONISM IN FOREIGN TRADE

From a European perspective, it is extraordinary how
small US exports are. In 2022, US exports of both
goods and services were only 12 percent of GDP.
Therefore, Americans care much less about foreign
trade than Europeans, and they are inclined to be
much more protectionist.

US trade policy is driven by
three concerns that are all pro-
tectionist. The first is the large
and steady US trade and cur-
rent account deficit, but it is
largely financed by massive
capital inflows, to which little
attention is being paid. The sec-
ond issue is the decline of man-
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issue is China. There is a general sense that China
was admitted into the World Trade Organization too
easily in 2001 and that it has stolen jobs from the US.
Added concerns are Chinese state subsidies in high-
tech, notably chips and the solar industry, and restric-
tions on or maltreatment of US investment in China.
Both parties are focusing on the male white working
class in the three swing states Michigan, Wisconsin,
and Pennsylvania, who traditionally work in the car
and steel industry.

Trump was the most protectionist president since
the 1930s, and he is intent on doubling down on pro-
tectionism. His official proposal is to impose a 10 per-
cent import tariff on all imports and 60 percent on
Chinese imports. In his leisurely way, he has talked
about increasing the tariff to 20 percent, and privately
he has even discussed replacing federal taxation with
import tariffs. In practice, that is impossible. Total US
imports correspond to all US federal tax revenues, so
this would imply an average import tariff of 100 per-
cent, which would sharply reduce US imports.

Biden has traditionally been highly protection-
ist, focusing on the concerns of the Midwest working
class. Many Europeans were disappointed that Biden
did not eliminate the steel and aluminum tariffs that
Trump introduced for purported national security
reasons, but Biden avoids even talking about it. The
three big Biden investment laws - the Chips Act,
the Infrastructure Act, and the Inflation Reduction
Act - all contain important requirements for “made
in America.” This hits both Chinese solar exporters
and European wind turbine producers. Nor has Biden
done anything to reinforce the World Trade Organi-
zation and appoint judges to its appellate body, so
it can no longer provide dispute settlements. Biden
tends to say as little as possible about trade policy
toward Europe, while offering no relief, and he com-
petes with Trump when it comes to protectionism
against China.

Given that China is the top global producer of
electric vehicles and solar energy, the Biden protec-
tionism against China appears to contradict his green
energy ambitions. He has raised import tariffs on Chi-
nese electrical vehicles from 25 percent to 100 percent
in 2025 and he has boosted the tariff on semicon-
ductors and solar cells from China from 25 percent
to 50 percent in 2025. These tariffs are surprisingly
uncontroversial. Trump argues that Biden is following
his lead but does not go far enough, while Biden offers
full support to the protectionist automotive and steel
trade unions, unlike Trump.

Chips have become the new global competition,
and there are only two competitors - the United
States and China. Europe and other parts of the world
do not even participate, with limited exceptions such
as Dutch ASML and British ARM. The common US view,
well captured in Chris Miller’s excellent book, The Chip
War, is that China has stolen US intellectual property
and must not be allowed to do so any longer. The US
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is restricting the chips and chips technology that can
be exported to China as well as the chips that can
be imported to the United States. This is actually a
consensus policy of the two parties.

Harris has distanced herself in substance from
Biden on trade policy by attacking Trump’s protec-
tionism. She has repeatedly called Trump’s increased
import tariffs a “national sales tax,” correctly clarify-
ing that such tariffs would mainly be paid by the poor
and the middle class and that they would increase
inflation. It remains to be seen if this traditional eco-
nomic argument will catch on. While she supports the
trade unions like Biden, she is not equally closely tied
to them. The United States is likely to remain protec-
tionist regardless of president.

SHARP DIFFERENCE OVER IMMIGRATION

Immigration is a top issue and in substance it is quite
confusing. The United States requires large-scale im-
migration for continued growth. The expansive high-
tech industries suffer badly from labor shortages,
calling for more immigration of qualified software
engineers from India and China, but work visas are
scarce and hard to come by. Vancouver, Canada, has
become a major high-tech hub for US companies,
populated with Indian citizens who have not received
work permits in the United States.

Trump has declared that he wants to deport all il-
legal immigrants, who allegedly amount to 11 million.
Considering that they account for a large share of the
unqualified labor in farming, factories, construction,
and household work, this would amount to a major
disruption of the US economy. This policy is being
driven by Trump’s long-time close aide Stephen Miller,
who is likely to carry out major deportations of immi-
grants, if Trump wins the election, which would cause
major damage to the US economy. Trump’s billionaire
donors do not seem to pay much attention to this
part of his policies, although the high-tech companies
are highly dependent on highly qualified Indian and
Chinese engineers.

The Democrats are happy to accept more immi-
gration, but they dare not go far because of Trump’s
vicious opposition. They want substantial, well-regu-
lated legal immigration, while limiting illegal immigra-
tion, but offering a possibility for illegal immigrants
to legalize their residence in the US.

IN THE LONG RUN, THE US FEDERAL FINANCES
ARE UNSUSTAINABLE

Economists and outside observers are worried about
the US public finances. In 2023, the US budget deficit
was almost 9 percent of GDP and the gross public
debt amounted to no less than 122 percent of GDP.
Americans tend to discuss net public debt, that is,
deducting the social security trust funds, leaving the
public debt at a still high 100 percent of GDP.
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What is most surprising from a European perspec-
tive is that few seem concerned about the vast public
debt and the large budget deficit, which seems likely
to stay around 7 percent of GDP for the foreseeable
future. Everything has gone so well for so long, so why
would it not continue? One explanation is that at the
end of June 2023, foreign investment in US securities
amounted to no less than USD 27 trillion, according
to the US Treasury, which corresponds to the US GDP.
This explains why the exchange rate of the US dol-
lars has stayed so high and the high market value of
US companies: the whole world invests in the United
States. But for how long will they continue doing so,
if the US public debt continues to grow? As the late
Ridiger Dornbusch taught us, financial crises usually
occur later than expected but then move faster than
anybody had anticipated. The US’s financial role in the
global economy is very peculiar, making it difficult to
know what will happen and when.

The difference between Trump’s and Harris’s fis-
cal policies are great. Trump’s fiscal policy is pretty
clear. As president, he legislated a major tax cut for
corporations and the wealthy in 2017. He now wants
to proceed, cutting the corporate profit tax from 21
percent to 20 percent and making the tax cut for the
wealthy permanent. Otherwise, it would elapse in
2025. Trump has also promised to abolish taxes on
tips, which are quite important in the US economy.
Trump has not specified any expenditure cuts, and the
US federal government does little but social benefits
(social security, Medicare, and Medicaid), defense, and
interest payments, neither of which Trump wants to or
can reduce, while many Republican politicians call for
trimming social benefits. In addition, Trump toys with
the unrealistic idea of replacing all federal taxes with
sky-high import tariffs. A new Trump presidency will
lead to the conservation of the large budget deficits
and ever greater public debt.

The Democrats opposed the Trump tax cuts of
2017 and they would be happy to let the tax cut for
the very wealthy - for people earning more than USD
400,000 a year - lapse, while increasing the corporate
profit tax from 21 percent to 28 percent. Harris has
followed Trump’s lead and also promised to abol-
ish taxes on tips - which is particularly important in
the swing state Nevada, with Las Vegas and a large
hospitality industry. The Democratic tax proposals
would strengthen the federal revenues substantially.
On the other hand, Harris has proposed substantial
new social expenditures, essentially child tax credits
and subsidies for people buying their first home. As
currently stated, these new expenditures would be
less than the increased taxes, which means that the
Democrats would be more fiscally responsible than
the Republicans.

The presidents who increased the public debt
the most in recent memory were Republican: Ronald
Reagan, George W. Bush, and Donald Trump - but an
important reason was their strong standing in Con-
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gress. The best means of blocking federal spending
is a Congress that opposes the president.

OVERTLY, GREAT DIFFERENCES OVER ENERGY
POLICY, BUT THE REAL DIFFERENCES APPEAR
SMALL

The public positions on energy policy vary greatly
between Republicans and Democrats, but the reality
far less so. Green energy is highly contentious. Re-
publican-led states, such as Texas and Florida, have
adopted legislation against all kinds of green policies,
but paradoxically Texas, the still dominant producer
of fossil fuels, is the US leader in both solar and wind
energy. It is far more difficult to receive permissions
to build wind farms in the North-Eastern Democratic
states.

Trump has taken a strong stand in favor of coal,
which has given him big majorities in coal states, such
as West Virginia and Kentucky, but coal is being out-
competed by natural gas, which is much more envi-
ronmentally friendly. In 2019, Harris opposed frack-
ing, but Biden was not because then he would hardly
have been able to win in Pennsylvania, the possibly
most important swing state, and Harris has followed
his lead.

Trump’s energy slogan is “Drill, baby, drill!” but
he has failed to notice that Biden has actually pur-
sued that policy. At present, the US produces 13.4
million barrels of oil a day. No country in history has
produced that much oil. Yet, Biden does not want to
boast about it, because that would arouse the many
environmentalists in the Democratic party. Therefore,
he keeps quiet about it. It remains to be seen how
Harris will handle energy policy. So far, she has been
very cautious not to tread on this sensitive ground.
Under Biden, the US has greatly expanded its exports
of LNG and domestic gas prices are now lower than
ever. In effect, Biden has preempted Trump’s policy,
which neither of them recognize. Biden has oddly re-
stricted new US export projects for LNG. This restric-
tion is likely to be eased with broad public support.

All the Biden investment laws - the Infrastruc-
ture Act, the Inflationary Reduction Act, and the Chips
Act - contain plenty of “buy American” restrictions,
which raise the price of green energy. The same is true
of the high new tariffs on green energy from China,
which both Trump and Biden have supported. Since
Harris seems more interested in green energy than in
protectionism, she might turn this around, but so far
she has not spelt that out.

SHOULD ANYTHING BE DONE TO THE MAGNIFI-
CENT SEVEN?

The global economy is dominated by the “Magnificent
Seven,” the seven biggest US high-tech companies
- Apple, Microsoft, Nvidia, Amazon, Meta, Alphabet,
and Tesla. Each of the three first has a market capi-
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talization that exceeds the value of the whole German
stock exchange. US private investment in artificial
intelligence is enormous - 50 times higher than in
the European Union. The two most valuable European
companies are typically research and development
companies, but they are too few. The Danish phar-
maceutical company Novo Nordisk is currently no. 13
and the Dutch chipmaker ASML no. 20.

The US multi-billionaire owners are becoming in-
creasingly controversial both to Democrats and Re-
publicans for many reasons. Traditionally, the billion-
aires on the coasts - Wall Street, Silicon Valley, and
Hollywood - tended to lean towards the Democrats,
while the billionaires in energy and manufacturing
were usually Republicans. Now the thousand or so bil-
lionaires are swinging to the right. The most obvious
reason is that they don’t want to pay taxes, nor do
their companies. A related reason is that they oppose
regulation, which is true of most big companies. Spe-
cifically, the Democrats are critical of cryptocurrencies
that Trump now embraces.

Yet, the economic and political dominance of the
biggest companies is becoming oppressive in the US
and many Republicans and Democrats oppose their
dominance, which often extends to monopoly. Biden
has driven antitrust surprisingly far, but this is really
a bipartisan issue that is likely to become more im-
portant over time as the dominance of the biggest
companies proceeds in all walks of life.
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POLICY CONCLUSION

From a European perspective, it is difficult to under-
stand the limited American appreciation of the con-
tinued success of the US economy. This misperception
of the US’s economic strength has bred great protec-
tionism in both the American parties, but Trump’s
protectionism is truly extreme. Presumably, Harris
will be less protectionist than Biden has been. The
US protectionism is mainly directed against Chinese
technology, but Europe is a collateral victim rather
than a partner. The two biggest differences between
Trump and Harris are over immigration and taxa-
tion. Trump favors mass deportation of immigrants,
while the Democrats want orderly immigration. On
taxation, Trump supports the billionaires calling for
minimal taxes on them and their corporation, while
Harris wants higher taxes for corporations and the
wealthy. The Democrats talk a lot about the need for
green energy, which actually develops.
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US Presidential Election 2024:
Consequences for Fiscal Policy

The policy ideals of the Biden-Harris Administration®
and those of former President Trump are starkly con-
trasting in almost every respect, but perhaps one of
the largest differences concerns tax policy. Their tax
policy ideals differ in four key respects. First, the
Trump Administration enacted deficit-financed tax
cuts, and the Trump campaign has proposed doubling
down on that approach, whereas the Biden-Harris Ad-
ministration added less to national debt and shows
more commitment to fiscal responsibility. Second,
the Trump Administration consistently enacted tax
policies that make the tax system less progressive,
giving disproportionate tax cuts to those at the top of
the income distribution (Tax Policy Center 2017). Can-
didate Trump has proposed new policies that would
move in the same direction, whereas the Biden-Har-
ris Administration has consistently proposed (and in
some cases, enacted) tax policies that would make
the tax system more progressive (US Treasury 2022;
US Treasury 2024).

Third, the Trump campaign has suggested that
tariffs will be an important part of their tax policy
portfolio (Bloomberg 2024), whereas the Biden-Har-
ris Administration has emphasized that tariffs have
important distortionary and regressive impacts when
used as a general source of federal tax revenue (White
House CEA Blog 2024). Fourth, the Trump Administra-
tion tax policy priorities would have large negative
spillover effects on the rest of the world, whereas
a possible Harris Administration would avoid such
collateral damage, working more productively with
partners abroad on global collective action problems.

THE FISCAL MOMENT IN 2025

The fiscal moment in 2025 is far more challenging
than those faced by US politicians in recent mem-
ory. Both deficits and debt are at high and rising lev-
els. CBO’s latest projections (from June 2024) show
deficits averaging 6.3 percent of GDP for the coming
decade, with debt-to-GDP ratios climbing from 99
percent in 2024 to 122 percent in 2034. Further, in
an environment of higher interest rates, net interest
expenditures on servicing the debt (currently about 3
percent of GDP and rising) are now approximately the

1 Atthe time of this writing, President Biden had recently stepped
down as the Democratic party nominee for the 2024 race; Vice-Presi-
dent Harris became the presumptive Democratic nominee. As a pres-
idential candidate, Harris’s statements on tax policy have been
aligned with the tax policy priorities of the Biden-Harris Administra-
tion. In this piece, | assume that continuity persists.
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B The Trump Administration enacted deficit-financed
tax cuts, and the Trump campaign has proposed
doubling down on that approach. The Biden-Har-
ris Administration added less to national debt and
shows more commitment to fiscal responsibility

B The Trump Administration consistently enacted tax pol-
icies that make the tax system less progressive, giving
disproportionate tax cuts to those at the top of the in-
come distribution; candidate Trump has proposed multi-
ple new policies that would move in the same regressive
direction. The Biden-Harris Administration has consis-
tently proposed (and in some cases, enacted) tax poli-
cies that would make the tax system more progressive

B A potential Harris Administration is more likely to
prioritize strengthening corporate taxation, address-
ing climate change, and fully funding the IRS. In con-
trast, a possible second Trump Administration is more
likely to lower corporate taxes, reduce IRS funding,
and back away from climate change commitments

B The Trump campaign has emphasized that large tar-
iffs will be an important part of their tax policy
portfolio; this would harm the US economy, reduce
job creation, and redistribute tax burdens toward
those lower in the income distribution. Such mas-
sive tariffs would also damage international rela-
tions and risk waves of retaliation. In contrast, the
Biden-Harris Administration has emphasized that
tariffs have distortionary and regressive impacts

B Trump Administration tax policy priorities would have
large negative spillover effects on the rest of the world.
Harris Administration tax policy priorities would avoid
such collateral damage, more productively engaging with
partners abroad on global collective action problems

same size as total defense spending, far higher than
in recent years, putting more pressure on the budget.

Neither Trump nor Biden have excelled at fiscal
rectitude, although Covid spending left a large mark
on both of their spending trajectories. Still, the Bid-
en-Harris Administration added less to the national
debt than did the Trump Administration, either includ-
ing or excluding Covid-related spending. President
Trump approved USD 8.4 trillion in new (net, ten-year
budget window) debt during his term, USD 4.8 trillion
of which was not Covid related. The analogous fig-
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ures for President Biden are USD 4.3 trillion of new
debt, USD 2.2 trillion of which was not Covid related
(Committee for a Responsible Federal Budget 2024a).

An additional fiscal challenge stems from the
looming expiration of part of the Tax Cuts and Jobs
Act. During the Trump Administration, the largest
legislative achievement was Public Law 115-97, col-
loquially known as the Tax Cuts and Jobs Act (TCJA),
which dramatically (and permanently) cut corporate
tax rates, while temporarily enacting large cuts in
personal income, pass-through business, and estate
taxes. Most of these temporary tax cuts expire at the
end of 2025. A full extension of these tax cuts, as well
as clawing back automatic business-tax raisers that
were enacted as part of the TCJA, would have a ten-
year budget cost of approximately USD 5 trillion, or
closer to USD 6 trillion if additional interest costs were
included, assuming that the tax cuts are not offset by
other tax increases or spending cuts (Committee for
a Responsible Federal Budget 2024b).

So far, the Trump campaign has expressed un-
bridled enthusiasm for fulling extending the TCJA;
in part, this plays into a deliberate strategy at TCJA’s
enactment, whereby the unpopular parts of the legis-
lation (the corporate tax cuts) were made permanent,
while the most popular parts (the individual tax cuts)
were temporary. Given the rising cost of extending the
TCJA, this commitment to full extension is likely to
entail large deficits, since other offsets are unlikely to
“finance” these tax cuts. Further, both the temporary
and the permanent tax cuts delivered skewed bene-
fits, disproportionately boosting after-tax income for
those at the top of the distribution, and enacting only
modest cuts for those in the middle of the distribu-
tion or further down. Extending these tax cuts would
thus continue a regressive pattern of tax cuts. Some
provisions are particularly regressive, including the
estate tax cuts, which benefit only the top two-tenths
of 1 percent of the population. The pass-through busi-
ness tax cuts are also starkly regressive, with about
55 percent of benefits going to the top 1 percent of
households, and only 3 percent going to the bottom
half of the income distribution. Finally, the Trump
campaign’s enthusiasm for tax cuts

is not limited to merely extending
the TCJA; there have also been
campaign musings about a 15 or
20 percent corporate tax rate, or
even completely replacing the
income tax with tariffs, discussed

ing a partial TCJA extension have not been spelled
out, they have issued multiple “Greenbooks” (e.g.,
US Treasury 2022; US Treasury 2024) in which they
spell out potential tax policy increases that would
be more than sufficient to pay for a more limited ex-
tension (or other fiscal priorities). These menus of
tax policy changes all emphasize reforms that would
increase the progressivity of the tax system, by in-
creasing corporate taxes and taxes on higher-income
individuals, while providing more generous child tax
credits, earned-income tax credits, and premium tax
credits (to help the after-tax incomes of those lower
in the income distribution). Biden-Harris Administra-
tion Greenbooks have not proposed substantial new
tax cuts beyond a menu of tax credits supporting
lower-income Americans (and those with children),
alongside tax credits that would support housing and
clean energy development.

TAX POLICY PRIORITIES FOR THE FUTURE

Beyond questions about how to extend the TCJA, the
election will also have important tax policy conse-
quences across multiple dimensions. Three key dis-
tinctions are illustrative: the approach to corporate
and international tax policy, the approach to climate
policy, and the approach to funding the IRS.

A second Trump Administration would make cor-
porate tax rate cuts far more likely, despite their lack
of popularity, and Trump has suggested on multiple
occasions that he’d like to go as low as 15 percent.
Republicans have expressed skepticism and hostil-
ity about the international tax agreement, including
reforms that would implement a country-by-coun-
try minimum tax on multinational income. However,
countries throughout the world have implemented the
agreement, and almost all US multinational compa-
nies are within the scope of the agreement. Absent
US adoption, US multinational companies may end
up paying “undertaxed profits rule” levies to foreign
governments. US multinational companies may also
face digital sales taxes abroad, absent progress on
implementing other parts of the international tax
agreement. A second Trump Administration can be
expected to react to these developments with intran-
sigence, threatening trade wars in response.

In contrast, the Biden-Harris Administration has
made international collaboration a centerpiece of
their international economic diplomacy, helping to
negotiate the international tax agreement (overviewed

Kimberly A. Clausing

is the Eric M. Zolt Professor of
Tax Law and Policy at the UCLA
School of Law. During the early
part of the Biden-Harris Adminis-
tration, she served as the Deputy
Assistant Secretary for Tax Analy-
sis at the US Treasury, acting as
the lead economist in the Office
of Tax Policy.

below.

In contrast, the Biden-Harris
Administration has expressed sup-
port for only a partial extension of
the TCJA, and they have rejected
extending any tax cuts that ben-
efit those at the top of the dis-
tribution. While the Biden-Harris
Administration plans for financ-

in Clausing 2023) that is reducing the twin pressures
of tax competition and international profit shifting
(see Hugger et al. 2024). A key objective of a Harris
Administration would be to build on that progress
and use this moment as an opportunity to better level
the tax playing field between US and foreign opera-
tions. Because the international agreement is being
implemented throughout the world, it will be easier to
raise revenue from the corporate tax without fearing
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undue competitiveness pressures on US multinational
companies (Clausing 2024a).

A second key contrast is climate policy, much of
which is done through the tax code. Republicans, and
Candidate Trump, have made no secret of their desire
to repeal the clean energy tax cuts that were enacted
under the Inflation Reduction Act, whereas a Demo-
cratic administration can be expected to continue to
pursue climate change mitigation policies through
both tax and regulatory measures. In recent work
(Bistline et al. 2024), we model the consequences of
different 2025 climate policy trajectories for US emis-
sions, fiscal balances, and household costs, showing
that these policy choices will have stark consequences
for the path of US emissions reduction efforts as well
as fiscal outcomes.

A third example of tax policy contrasts is the
approach to tax enforcement and the IRS. The Bid-
en-Harris Administration has prioritized a well-funded
IRS, and increased IRS funding was a key component
of the Inflation Reduction Act. Unlike most spending,
IRS funding generates net tax revenue, perhaps more
than official estimates suggest (Mazur and Sarin 2023).
It also improves the experience of typical taxpayers,
who benefit from a well-staffed IRS that can answer
queries, quicker handling of returns, more accurate
auditing procedures, and greater government fis-
cal capacity. The United States has a large tax gap
(Krause et al. 2023); collecting more of the tax that
is due has the potential to benefit ordinary taxpay-
ers by reducing tax burdens and better meeting the
nation’s fiscal needs. In contrast, both Republicans in
Congress and Project 2025 (a group hoping to steer
the agenda of a second Trump Administration) have
indicated a strong desire to curtail expansions in IRS
funding (Gleckman 2024). One might expect Trump to
go the same way, given the stance of his first admin-
istration and his current troubles with the IRS (Asso-
ciated Press 2024).

TARIFFS AS FISCAL POLICY

Perhaps the largest distinction between Trump’s fis-
cal policy plans and those of the Democrats concerns
Trump’s desire to rely much more heavily on tariffs to
fund the government. Candidate Trump has suggested
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rates rose, the tax base would shrink, as consumers
would buy fewer imports due to their higher prices.
Even if the tariff policy were pushed to its maximum,
it could replace only part of the income tax. Such a
policy would come at a very high cost in terms of
harm to economic efficiency, after-tax income ine-
quality, macroeconomic stability, and international
relations.

Further, as we note in Clausing and Lovely (2024),
tariffs burden US households, and they are an ineffi-
cient and regressive consumption tax. A wealth of ev-
idence from the Trump tariff increases indicates that
the tariff burden fell entirely on US buyers of imports,
not foreigners, as Trump has so often claimed (Fajgel-
baum et al. 2020a and 2020b; Fajgelbaum and Khan-
delwal 2022; Amiti et al. 2019 and 2020; Cavallo et al.
2021; Flaaen et al. 2020; Houde and Wang 2023). When
consumers pay higher prices for imported goods, that
also raises prices for domestic goods, since domestic
goods compete with imports. Even ignoring that chan-
nel, and considering just higher import costs, Clausing
and Lovely (2024) calculate that US consumers would
face (together) a USD 500 billion tax increase each
year from Trump’s new tariff proposals, which would
lower after-tax incomes across the board.

Tariffs are also a particularly regressive and dis-
tortionary consumption tax (Russ et al. 2017; Fajgel-
baum and Khandelwal 2016; Gailes et al. 2018; Acosta
and Cox 2024). Tariffs are regressive, especially in the
short run, since lower-income households save less of
their income than higher-income households. Thus,
the tariff increases would harm those at the bottom
the most. According to Clausing and Lovely (2024), the
bottom quintile would lose 4 percent of after-tax in-
come from Trump campaign tariff proposals, whereas
the top quintile loses closer to 2 percent of their af-
ter-tax income. Figure 1 shows both the distribution
effects of Trump’s tariffs proposals (in the pink col-
umns) as well as the TCJA (and extensions thereof;
red and gray columns) in one diagram. If the TCJA
is extended alongside the proposed tariff increases,
the bottom four-fifths of the population would lose
net income.

Figurel

Changes in After-tax Income, by Quintile (and the Top 1 Percent)

a 10 percent across-the-board tariff on all US imports, B TCJA 2018 = TCJA extend MW Tariff baseline
as well as an additional 50 percent tariff on Chinese a2
goods. At times, he has suggested even higher tariffs, 3
or to simply replace the income tax with tariffs. The 2
idea of replacing the income tax with tariffs is, simply (1)
put, infeasible (Clausing and Obstfeld 2024). 1
As fiscal policy, the revenue potential of tariffsis -2
limited; there is no way that tariffs could supplant the -3
income tax. The tariff tax base (about USD 3 trillion in =
goods imports) is much smaller than the income tax a Lowest Second Middle Fourth Top Top 1
base (more than USD 20 trillion in income). Tariff rates quintile quintile quintile quintile quintile percent

Note: Tax Policy Center (2017 and 2022) provides the TCJA distribution data; the baseline TCJA
distribution is for 2018 and TCJA extension is for 2026. Tariff calculations are based on methodology
described in Clausing and Lovely (2024).

would have to be very high to raise even a decent

fraction of what the income tax raises, and as tariff © ifo Institute
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While some argue that these regressive effects
on the consumer side of the market would be offset
by gains to lower-income households in their roles as
workers, the evidence does not support that view. The
evidence from the first round of Trump tariffs consist-
ently finds harm to many US workers from the impo-
sition of tariffs (Autor et al. 2024; Flaaen and Pierce
2024; Russ and Cox 2018 and 2020). This is due to a
multitude of factors, including the harm caused by the
inevitable retaliation of trading partners as well as the
hit to domestic competitiveness associated with cost-
lier imported intermediate goods.

While tariffs have elements that are similar to a
consumption tax, tariffs are far more distortionary,
since they shift economic resources away from activ-
ities where the United States has a comparative ad-
vantage and toward goods that the United States is
less suited to making. (Since there is limited room to
expand production in a full-employment economy, pro-
duction of goods that were formerly imported displaces
production of exports and nontraded goods.)

Our trading partners will no doubt retaliate, as
happened with the prior rounds of Trump tariffs. It
will also harm goodwill among nations, goodwill that
is desperately needed to address so many important
global collective action problems, including climate
change, public health, and security.

President Biden has chosen to keep Trump’s China
tariffs in place. Some of this stems from tensions with
China, which make it difficult to reverse course. Still,
even these tariffs have large costs, although they are
much smaller than the Trump campaign’s proposed
new tariffs. (They affect a tax base about one-tenth
the size.)

The Biden-Harris Administration has also an-
nounced new tariffs on imports from China, affecting a
select group of products that comprise 4 percent of US
imports from China. These measures were attributed
in part to concerns regarding unfair trade practices in
China. The value of the trade targeted by these actions
is less than 1/150th of the trade that the new Trump
tariff proposals would target. Further, the Biden-Harris
Administration has indicated opposition to the across-
the-board tariffs proposed by the Trump campaign, and
a recent White House post described why tariffs are
not a good general revenue source (White House 2024).

POLICY CONCLUSIONS

As I've described in recent testimony (Clausing 2024b),
the US faces enormous fiscal challenges at present.
Democrats and Republicans need to work together
to reduce deficits and debt. There are places where
spending can be reduced, but spending reductions
alone can’t handle this fiscal moment, and Congress
should work to build a tax system that is more fit for
purpose.

Candidate Trump and the Biden-Harris Adminis-
tration are very far apart on fiscal matters. The Trump
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campaign has suggested budget-busting extensions of
Tax Cuts and Jobs Act provisions, alongside new tax
cuts; proposed revenue increases (including tariffs)
and unspecified spending cuts would be insufficient
to avoid large increases in the deficit. In contrast, the
Biden-Harris Administration has suggested many pos-
sible tax increases (in annual Treasury Greenbooks)
that could help build a stronger tax system to meet
US fiscal needs, without placing significant burdens
on most Americans.

The election will also have important conse-
quences for both the distributional effects of the cur-
rent tax system and key tax policy priorities. Candidate
Trump has suggested a fiscal switch that involves lower
income taxes and higher tariffs, both of which would
make the US tax system less progressive, whereas Bid-
en-Harris proposals have emphasized tax policies that
would increase tax system progressivity.

Finally, in 2025, there is an opportunity to both
raise US revenues and work with other nations in ad-
dressing important global collective action problems,
including both international tax competition (discussed
in Clausing 2023) and the challenge of climate change
(discussed in Bistline et al. 2024). In these domains,
and in that of trade policy, a second Trump Adminis-
tration is far more likely to antagonize international
partners than to work collaboratively toward progress.
International economic cooperation would be far more
productive under a Harris Administration.

REFERENCES

Acosta, M. and L. Cox (2024), “The Regressive Nature of the US Tariff
Code: Origins and Implications”, Working Paper, https://coxlydia.com/
papers/AcostaCoxRegressive.pdf.

Amiti, M., S. J. Redding and D. E. Weinstein (2019), “The Impact of the
2018 Tariffs on Prices and Welfare”, Journal of Economic Perspectives 33,
187-210.

Amiti, M., S. J. Redding and D. E. Weinstein (2020), “Who’s Paying for
the US Tariffs? A Longer-Term Perspective”, AEA Papers and Proceedings
110, 541-546.

Associated Press (2024), “Trump May Face a $100M-plus Tax Bill

If He Loses IRS Audit Fight over Chicago Tower, According to Re-
port.” Politico, 11 May, https://www.politico.com/news/2024/05/11/
trump-irs-chicago-audit-00157480.

Autor, D., A. Beck, D. Dorn and G. Hanson (2024), “Help for the Heart-
land? The Employment and Electoral Effects of the Trump Tariffs in the
United States”, NBER Working Paper 32082.

Bistline, J., K. Clausing, N. Mehrotra, J. Stock and C. Wolfram (2024),
“Climate Policy Reform Options in 2025”, NBER Working Paper 32168.

Cavallo, A., G. Gopinath, B. Neiman and J. Tang (2021), “Tariff Pass-
Through at the Border and at the Store: Evidence from US Trade Policy”,
American Economic Review: Insights 3, 19-34.

Clausing, K. A. (2023), “The International Tax Agreement of 2021: Why
It’s Needed, What It Does, and What Comes Next?”, PIIE Policy Brief 23-4,
https://www.piie.com/sites/default/files/2023-04/pb23-4.pdf.

Clausing, K. A. (2024a), “US International Taxation after the Tax Cuts and
Jobs Act”, Journal of Economic Perspectives 38, 89-112.

Clausing, K. A. (2024b), Testimony before the Joint Economic Committee:
Risks and Opportunities in the 2025 Tax Debate, US Joint Economic Com-
mittee, Washington DC.

Clausing, K. A. and M. E. Lovely (2024), “Why Trump’s Tariff Proposals
Would Harm Working Americans”, PIIE Policy Brief 24-1,
https://www.piie.com/publications/policy-briefs/2024/
why-trumps-tariff-proposals-would-harm-working-americans.

25 cesifo



Clausing, K. A. and M. Obstfeld (2024), “Can Trump Replace Income
Taxes with Tariffs?”, PIIE Realtime Economics, https://www.piie.com/
blogs/realtime-economics/2024/can-trump-replace-income-taxes-tariffs.

Committee for a Responsible Federal Budget (2024a), Trump
and Biden: The National Debt, https://www.crfb.org/papers/
trump-and-biden-national-debt.

Committee for a Responsible Federal Budget (2024b), TCJA Extension
Could Add $4 to $5 Trillion to Deficits, https://www.crfb.org/blogs/
tcja-extension-could-add-4-5-trillion-deficits.

Cook, N., J. Green and M. Parker (2024), “Trump on Taxes, Tariffs, Je-
rome Powell and More”, Bloomberg Business Week, 16 July, https://www.
bloomberg.com/features/2024-trump-interview/?sref=ATNOrNv3.

Fajgelbaum, P. D., P. K. Goldberg, P. J. Kennedy and A. K. Khandelwal
(2020a), “The Return to Protectionism”, The Quarterly Journal of Eco-
nomics 135, 1-55.

Fajgelbaum, P. D., P. K. Goldberg, P. J. Kennedy and A. K. Khandelwal
(2020b), “Updates to Fajgelbaum et al. (2020) with 2019 Tariff Waves”,
chrome-extension://efaidnbmnnnibpcajpcglclefindmkaj/http://www.
econ.ucla.edu/pfajgelbaum/rtp_update.pdf.

Fajgelbaum, P. D. and A. K. Khandelwal (2016), “Measuring the Unequal
Gains from Trade”, The Quarterly Journal of Economics 131, 1113-1180.

Fajgelbaum, P. D. and A. K. Khandelwal (2022), “The Economic Impacts
of the US-China Trade War”, Annual Review of Economics 14, 205-228.

Flaaen, A. and J. Pierce (2024), Disentangling the Effects of the 2018-
2019 Tariffs on a Globally Connected U.S. Manufacturing Sector, http://
justinrpierce.com/index_files/flaaen_pierce_tariffs_manufacturing.pdf.

Gailes, A., T. Gurevich, S. Shikher and M. Tsigas (2018), “Gender and In-
come Inequality in United States Tariff Burden”, Economic Working Paper
2018-08-B, US International Trade Commission.

Gleckman, H. (2024), “Conservatives Lay Out Their Sec-
ond Term Trump Tax Policy”, Tax Vox Blog (Tax Pol-

icy Center), https://www.taxpolicycenter.org/taxvox/
conservatives-lay-out-their-second-term-trump-tax-policy.

Houde, S. and W. Wang (2023), The Incidence of the U.S.-China Solar
Trade War, Rochester, NY, https://doi.org/10.2139/ssrn.4441906.

POLICY DEBATE OF THE HOUR

Hugger, F., A. C. Gonzélez Cabral, M. Bucci, M. Gesualdo and P. O’Reilly
(2024), “The Global Minimum Tax and the Taxation of MNE Profit”, OECD
Taxation Working Papers 68.

Krause, M., B. Johnson, P. Rose and D. Rosenbaum (2023), Tax Gap
Projections for Tax Years 2020 & 2021, Internal Revenue Service, https://
www.irs.gov/pub/irs-pdf/p5869.pdf.

Russ, K. N. and L. Cox (2018), “Will Steel Tariffs Put U.S. Jobs
at Risk?”, EconoFact, 26 February, https://econofact.org/
will-steel-tariffs-put-u-s-jobs-at-risk.

Russ, K. N. and L. Cox (2020), “Steel Tariffs and U.S. Jobs Re-
visited.” EconoFact, 6 February, https://econofact.org/
steel-tariffs-and-u-s-jobs-revisited.

Russ, K. N., J. Shambaugh and J. Furman (2017), “US Tariffs Are an Ar-
bitrary and Regressive Tax”, VoxEU, 12 January, https://cepr.org/voxeu/
columns/us-tariffs-are-arbitrary-and-regressive-tax.

Sarin, N. and M. J. Mazur (2023), “The Inflation Reduction Act’s Impact
on Tax Compliance - and Fiscal Sustainability”, SSRN Electronic Journal,
https://doi.org/10.2139/ssrn.4449161.

Tax Policy Center (2017), Distributional Analysis of the Conference Agree-
ment for the Tax Cuts and Jobs Act, Washinton DC.

Tax Policy Center (2022), “T22-0144 - Make the Individual Income Tax
and Estate Tax Provisions in the 2017 Tax Act Permanent, by ECI Percen-
tiles, 2026”, 30 November, https://www.taxpolicycenter.org/model-esti-
mates/make-individual-income-tax-and-estate-tax-provisions-2017-tax-
act-permanent-1.

US Department of the Treasury (2021), General Explanations of the Ad-
ministration’s Fiscal Year 2022 Revenue Proposals, https://home.treasury.
gov/system/files/131/General-Explanations-FY2022.pdf.

US Department of the Treasury (2023), General Explanations of the Ad-
ministration’s Fiscal Year 2024 Revenue Proposals, https://home.treasury.
gov/system/files/131/General-Explanations-FY2024.pdf.

White House Council of Economic Advisers Blog (2024), “Tariffs as a Ma-
jor Revenue Source: Implications for Distribution and Growth”, https://

www.whitehouse.gov/cea/written-materials/2024/07/12/tariffs-as-a-ma-
jor-revenue-source-implications-for-distribution-and-growth/.

EconPol Forum 5/2024 September Volume 25 17



POLICY DEBATE OF THE HOUR

KEY MESSAGES

William McBride and Erica York

US Presidential Election 2024:
A Comparison of Fiscal Policies
Proposed by Leading Candidates

for US President

B The 2024 US presidential election will determine who
will work with Congress to address three major fis-
cal issues: the expiration of key tax reforms from the
2017 Tax Cuts and Jobs Act (TCJA), the ongoing trade
war with China, and the trajectory of the federal debt

B Vice President Kamala Harris supports increasing
taxes on high earners and corporations while sub-
stantially increasing redistribution through the tax
code. Her proposals, including raising the corporate
tax rate to 28 percent, would shrink the economy by
an estimated 1.6 percent and fall short of raising the
revenue necessary to cover increased spending

B Former President Donald Trump seeks to make

the 2017 tax cut

s permanent, reduce the corpo-

rate tax rate further, and implement higher tar-
iffs. While his tax policies could boost growth, his
aggressive tariff strategy would harm the econ-
omy and fall short of paying for the tax cuts

B Rather than addressing the projected debt burden,
which is unprecedented and unsustainable, both can-
didates’ plans are likely to worsen the US debt tra-
jectory and create a drag on economic growth
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as most of the 2017 tax reforms sunset after 2025.
In addition, intersecting fiscal policy and trade and
international relations, the next president will decide
the direction of the trade war with China as well as
ongoing transatlantic spats and the proliferation of
protectionist industrial policies. Overarching all of
this is an increasingly unsustainable and dangerous
federal debt trajectory, and a debt ceiling negotiation
scheduled to occur early in 2025. Each area gives the
next president a significant opportunity for reform
and the potential for a major course change in US
policy.

We first lay out the policy environment the next
president will inherit before moving to a discussion
of the two leading candidates’ proposals and the es-
timated effects they would have on the US economy,
federal budget, and policy direction.

POLICY LANDSCAPE

In 2017, then-President Trump signed into law a ma-
jor rewrite of the US tax code. The law, the Tax Cuts
and Jobs Act (TCJA), permanently reduced the corpo-
rate income tax rate from 35 percent to 21 percent,
transformed the international rules from a worldwide
system to a hybrid territorial system, and temporarily
restructured and reduced individual and estate taxes.
Most of the changes expire after 2025, and sev-
eral business provisions related to investment costs,
including deductions for research and development
(R&D) expenses and investments in machinery and
equipment, expire over the same period. The sched-
uled changes set the next US president up to influence
major tax legislation.

We estimate continuing all the individ-
ual, estate, and business tax changes that
are otherwise set to expire would reduce
federal tax revenue by USD 4.2 trillion from
2025 through 2034, worsening a currently

projected deficit of USD 22 trillion over the
period and a debt-to-GDP ratio that will exceed
its all-time high within the next three years.
The economic and political impacts of let-
ting the TCJA expire add further challenges.
Our estimates indicate that allowing the indi-
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vidual tax cuts to expire would increase tax burdens
for more than 62 percent of US taxpayers and lead to
a reduction in GDP as people adjust to higher marginal
tax rates on work, saving, and investment.

In his first term, Trump also instigated a trade war
by imposing new tariffs (taxes) on imports of washing
machines and solar panels (Section 201), steel and alu-
minum (Section 232), and billions of dollars’ worth of
consumer, intermediate, and capital goods from China
(Section 301) throughout 2018 and 2019. Based on pre-
trade war levels of trade, the new tariffs applied USD
80 billion of taxes a year on USD 380 billion of imports.
Foreign retaliation currently applies to billions’ worth
of US exports, amounting to approximately USD 13.2
billion in tariff revenues for foreign governments.

The Biden administration has made minimal ad-
justments to the tariffs, maintaining all the Section
301 tariffs on China, imposing higher tariffs on cer-
tain Chinese goods, and expanding the scope of the
Section 232 steel and aluminum tariffs to cover cer-
tain imports from Mexico. Biden and Harris have also
overseen the implementation of several protectionist
industrial policies in the Inflation Reduction Act (IRA)
and the Creating Helpful Incentives to Produce Sem-
iconductors (CHIPS) and Science Act; these policies
have inspired other countries to adopt protectionist
policies of their own.

The next occupant of the White House will have
to address the expiring tax changes under the TCJA,
while dealing with massive debt levels and simmering
trade tensions.

HARRIS’S TAX PROPOSALS

The Biden administration’s fiscal year 2025 budget
outlines a tax policy vision of additional taxes on high
earners and US businesses offset by more tax credits
for a variety of taxpayers and activities. VP Harris’s
campaign has confirmed she will support all the tax
policies included in the FY 2025 budget with some
revisions (to capital gains taxes, as noted), including
these major changes:

- Raise the US corporate income tax rate from 21
percent to 28 percent

- Increase the corporate alternative minimum tax
introduced in the Inflation Reduction Act from 15
percent to 21 percent

- Increase the global intangible low-taxed income
(GILTI) tax rate from 10.5 percent to 21 percent,
calculate the tax on a jurisdiction-by-jurisdiction
basis, and revise related rules

- Repeal the base erosion and anti-abuse tax
(BEAT) and replace it with an undertaxed profits
rule (UTPR) consistent with the OECD/G20 global
minimum tax model rules

- Increase the top individual income tax rate to 39.6
percent on income above USD 400,000 for single
filers and USD 450,000 for joint filers
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- Expand the base of the net investment income tax
(NIIT) to include nonpassive business income and
increase the rates for the NIIT and the additional
Medicare tax to reach 5 percent on income above
USD 400,000

- Tax long-term capital gains and qualified divi-
dends at 28 percent (as opposed to 39.6 percent
as in the budget) for taxable income above USD 1
million and tax unrealized capital gains at death
above a USD 5 million exemption

- Create a 25 percent “billionaire minimum tax” to
tax unrealized capital gains of high-net-worth tax-
payers on an annual basis

The budget proposes working with Congress to ad-
dress the upcoming expirations of the TCJA, outlining
three policy goals: opposing tax increases on people
earning less than USD 400,000, opposing tax cuts or
larger deductions for people earning more than USD
400,000, and paying for the partial tax cut extension
with additional tax increases on high-income taxpayers
and corporations.

Harris has proposed further expanding several
Biden administration initiatives. While the budget
would temporarily boost the child tax credit, she
would permanently expand it and raise it further
to USD 6,000 for newborns. To address housing af-
fordability, she would increase the budget’s proposed
first-time homebuyer’s tax credit to USD 25,000 and
attempt to cap rents by threatening disallowance of
certain depreciation deductions. Harris would expand
the use of price controls across several sectors, most
notably by accelerating the speed of Medicare negotia-
tions for prescription drug prices (part of the IRA, also
enforced through tax measures) and banning certain
price increases for food and groceries.

Lastly, Harris supports ending taxes on tips for
service and hospitality workers, an idea originally
pitched by Trump on the campaign trail.

TRUMP’S TAX PROPOSALS

Former President Trump has not released a fully de-
tailed tax plan as part of his current bid for reelec-
tion, but he has floated several tax and tariff policy
ideas.

On taxes, he has made it clear he seeks to extend
the expiring TCJA changes and further reduce the cor-
porate income tax rate. Additionally, he’s proposed
exempting tip income and Social Security benefits
from individual income taxes, expanding education
savings accounts, and rolling back the IRA’s green en-
ergy tax credits.

He would also significantly expand barriers to
trade on several fronts, suggesting “reciprocal tar-
iffs,” imposing a 10 percent or higher universal base-
line tariff on all imports, revoking permanent normal
trade relations (PNTR) with China, and raising current
tariffs on China to at least 60 percent.
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Figure 1

Top Tax Rates under VP Harris’s Proposals Would Reduce US Competitiveness
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While he has discussed the idea of fully replacing
the individual income tax with higher tariffs, such a
combination of policies is mathematically impossi-
ble at current income tax revenue levels. The most
likely direction of tax policy under Trump would be
permanence for the 2017 tax cuts, further income tax
reductions, and significant import tax hikes.

POLICY CONCLUSIONS
Comparing Top Tax Rates and Tax Types

Under Harris’s proposals, top tax rates in the United
States would rise far above international norms (Fig-
ure 1).

The current top combined corporate tax rate - in-
cluding the average of state rates - is 25.6 percent. Har-
ris would increase it to 32.2 percent, the second-high-
est corporate tax rate in the OECD (behind Colombia’s
35 percent).

The current top combined personal tax rate is 42.5
percent, consisting of the top federal rate (37 percent)
and the average of state and local rates. This is about
equal to the OECD average. Under Harris, the top com-
bined rate would rise to 45.1 percent before accounting
for the proposed 5 percent additional Medicare tax, half
of which falls on the employer. Including the employee-
side portion would raise the top rate to 47.6 percent.

Economic and Revenue Effects of the Major Tax and Tariff Proposals of

Each Candidate

Harris’s FY 2025 budget tax Trump’s major tariff and tax
proposals proposals
GDP -1.6% -0.1%
GNP -1.3% -0.4%
Capital stock -2.7% 0.1%
Pre-tax wages -1.1% 0.4%
Full-time equivalent -666,000 ~121,000
employment

Source: Tax Foundation General Equilibrium Model, June 2024.
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The current top combined capital gains tax rate is
29.1 percent, consisting of the 20 percent capital gains
tax rate, the 3.8 percent net investment income tax
(NIIT), and the average of state and local income tax
rates on capital gains. By taxing high earners’ capital
gains at 28 percent and raising the NIIT to 5 percent,
Harris’s proposals would raise the top tax rate on cap-
ital gains to 38.3 percent - the second-highest in the
OECD (behind Denmark’s 42 percent).

The combined integrated rate on corporate in-
come reflects the two layers of tax corporate income
faces: first at the entity level through corporate taxes
and again at the shareholder level through capital
gains and dividends taxes. Currently, the top combined
integrated tax rate on corporate income distributed as
capital gains is 47.2 percent. Under Harris’s proposals,
it would rise to 58.1 percent - the highest in the OECD.

By placing a higher burden on work, saving, and
investment, the Harris tax plan would weaken key driv-
ers of US economic growth.

While Trump would maintain or potentially im-
prove the competitive position of the US when it comes
to income tax rates, he would move in a harmful di-
rection when it comes to tariffs. Though consumption
taxes are typically thought of as less distortionary than
income taxes, tariffs are highly distortionary because
they are narrowly targeted and invite foreign retalia-
tion. Moreover, they could reduce US output through
a few channels.

Tariffs may be passed on to producers and con-
sumers in the form of higher prices. Raising the cost
of parts and materials would raise the price of goods
using imported inputs and reduce private sector out-
put. Similarly, higher consumer prices due to tariffs
would reduce the after-tax value of both labor and
capital income.

Alternatively, the US dollar may appreciate in re-
sponse to tariffs, offsetting some or all of the potential
price increase for US consumers. The more valuable
dollar, however, would make it more difficult for ex-
porters to sell their goods on the global market, re-
sulting in lower revenues for exporters.

Both channels would lower the returns to labor
and capital, reducing incentives for work and invest-
ment, resulting in a smaller economy and lower in-
comes. Foreign retaliation against US-imposed tariffs
compounds the drop in output and incomes without
raising any additional revenue for the US Treasury.

Comparing the Macroeconomic Effects

Using the Tax Foundation’s General Equilibrium Model,
we have estimated the economic and revenue effects
of the major tax and tariff proposals of each candi-
date (Table 1).

For Trump’s policies, we modeled making the
TCJA individual, estate, and business tax provisions
permanent and further reducing the corporate income
tax rate to 20 percent. Additionally, we modeled a
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tariff increase to lift the average rate of the Section
301 tariffs on China to 60 percent and a separate
10 percent universal tariff on all US imports. We also
modeled in-kind retaliation from foreign trading part-
ners on US exports.

The tax provisions would be pro-growth, boost-
ing long-run GDP by 1.2 percent, the capital stock by
1.1 percent, wages by 0.4 percent, and employment
by 926,000 full-time equivalent jobs.

However, the tariffs would create a significant
drag on the economy. Our model passes tariffs back
to the factors of production, such that tariffs reduce
the amount of revenue businesses have to compen-
sate their workers and shareholders, resulting in a
reduction in real incomes. We estimate US-imposed
tariffs would reduce long-run GDP by 0.8 percent, the
capital stock by 0.6 percent, and jobs by 685,000.

Further, the potential of retaliation also threatens
US economic strength. While retaliatory tariffs are not
direct taxes on US exporters, they raise the after-tax
price of US goods in foreign jurisdictions, making
them less competitively priced in foreign markets.
As such, retaliatory tariffs also result in lower US out-
put. We estimate in-kind retaliation from foreign trad-
ing partners would reduce US GDP by an additional
0.4 percent. In total, we estimate these proposals from
Trump would reduce GDP by 0.1 percent, raise wages
by 0.4 percent, and eliminate 113,000 jobs.

If Trump pursued further tax cuts, such as the
proposal to exempt Social Security benefits from in-
come taxes, we estimate it would be somewhat pro-
growth (increasing long-run GDP by 0.1 percent).

For Harris’s policies, we modeled the major tax
proposals described in the FY 2025 budget, excluding
the novel minimum tax on unrealized capital gains, an
undertaxed profits rule (UTPR), and unspecified R&D
incentives. Because the budget does not specify or
account for TCJA extension, we excluded that from
our analysis. We also exclude her recently proposed
top tax rate on capital gains and dividends (which
differs from the budget).

We estimate the tax changes in the budget would
reduce long-run GDP by 1.6 percent, the capital stock
by 2.7 percent, wages by 1.1 percent, and employment
by about 666,000 jobs. The budget would decrease
American incomes (as measured by gross national
product, or GNP) by 1.3 percent in the long run, re-
flecting offsetting effects of increased taxes and re-
duced spending, as debt reduction reduces interest
payments to foreign owners of the national debt.

Raising the corporate income tax rate to 28 per-
cent is the largest driver of the negative effects, re-
ducing long-run GDP by 0.6 percent, the capital stock
by 1.1 percent, wages by 0.5 percent, and jobs by
128,000.

Our economic estimates likely understate the
effects of the budget since they exclude two novel
and highly uncertain yet large tax increases on high
earners and multinational corporations.
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Harris’s additional proposals that go beyond those
mentioned in the budget, including a larger child tax
credit, increased subsidies for housing, an exemption
for tip income, and partial TCJA extension, would re-
duce revenue substantially and have an uncertain but
likely small positive effect on economic output.

Comparing the Revenue Effects and Fiscal Impact

Both candidates are still rolling out new policy ideas,
making it impossible to produce a precise calcula-
tion for how they will impact the budget deficit. As
it stands, both candidates’ policy proposals would
worsen the debt trajectory.

On a gross basis, we estimate the proposals spec-
ified in the FY 2025 budget would increase taxes by
about USD 4.2 trillion over a decade. After accounting
for tax credits, spending changes, and the economic
effects of the tax increases, the net effect would be
to reduce deficits by USD 1.4 trillion over a decade.

However, Harris’s additional ideas would more
than offset this deficit reduction. For instance, contin-
uing the TCJA for people making under USD 400,000
would cost about USD 2.5 trillion over a decade, fur-
ther CTC expansions would cost about USD 1 trillion,
and housing subsidies and the tip exemption would
add more than USD 200 billion. In total, her policies
would add more than USD 2.3 trillion to deficits over
a decade.

The fiscal picture under Trump’s proposals is sim-
ilarly bleak. The combination of permanence for the
2017 tax cuts, a 20 percent corporate tax rate, uni-
versal tariffs of 10 percent, and 60 percent tariffs on
Chinese imports would add USD 1.6 trillion to the defi-
cit over the next decade. Tacking on the exemptions
for tips and Social Security swells the deficit impact
to USD 3 trillion or higher. If Trump pursues rolling
back all the IRA credits, a difficult lift in Congress, it
could reduce the net deficit impact of his policies to
USD 2 trillion.

CONCLUSION

In short, while the specifics are lacking, neither candi-
date has offered an entirely sound set of fiscal policy
reforms. Both would riddle the tax code with carveouts
and raise taxes in ways that would add at least USD
2 trillion to deficits over the next decade without im-
proving economic growth.
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Foreign Economic and Macro Policies
after the US Presidential Election
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B Foreign trade and macroeconomic policies un-

der a Harris administration would largely pro-

vide for continuity with the Biden administration,
while policies under another Trump administration
would have the potential to be highly disruptive

Regardless of who becomes the next president,
US national-security-focused trade and invest-
ment policies will continue to be tightened in the
context of US-Chinese strategic competition

Trump trade policies could prove hugely destabilizing
to international trade, severely strain US-EU trade re-
lations, and lead to a full-blown trade war with China

B Fiscal policy will remain loose under both a Har-
ris and a Trump administration, but the latter would
also seek to pressure the Federal Reserve to pur-
sue loose monetary and weak dollar policies

B The EU should ready its new geoeconomic instru-
ments to deter US discriminatory measures, while
signaling openness to negotiations about how
best to defuse transatlantic economic conflict
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The US Constitution grants Con-
gress the power to regulate inter-

national trade. But Congress has delegated important
trade- and investment-related authority to the presi-
dent. The president can invoke various trade, national
security and emergency acts to take wide-ranging
trade- and investment-related measures.

The US executive has wide-ranging powers to im-
pose import restrictions on cross-border trade and
investment flows, whether in the case of substantial
threat to US industry, other countries engaging in dis-
criminatory trade policies or violating existing trade
agreements, or on the grounds of national security.
By invoking substantial threats to national security,
foreign policy, or the economy, the president can take
all kinds of discriminatory trade- and investment-re-
lated measures, not just import-related ones. Whether
across-the-board, indiscriminatory tariffs on imports,
introduced under presidential emergency powers,
would hold up if challenged in domestic courts or by
Congress, and for how long, would remain to be seen.

In terms of macroeconomic policy, the Federal
Reserve is responsible for monetary policy, while the
Treasury, legally speaking, is in charge of international
economic policy, including policies related to the dol-
lar. In practice, however, the dollar exchange rate is
determined by the markets. Fiscal policy is the prerog-
ative of Congress and presidential influence is highly
dependent on whether the president’s party holds
majorities in Congress.

To what extent a second Trump administration
would ride roughshod over laws, rules, and precedent
is impossible to say. The analysis that follows assumes
that institutional (laws) and political (Congress) con-
straints will continue to matter and act as constraints
on radical policy change.

A HARRIS ADMINISTRATION WOULD PROVIDE FOR
RELATIVE CONTINUITY

Trade policy under Biden (2021-2025) was far less
disruptive than under Trump (2017-2021). Biden was
keen to neutralize long-standing transatlantic trade
disputes, including the Trump-era steel and alumi-
num tariffs, the long-running Airbus-Boeing subsidy
dispute, and disagreement over digital taxes, without
solving them permanently.

Meanwhile, a revival of industrial policy, which
comprised discriminatory subsidies, caused trans-
atlantic trade friction. In addition to withdrawing its
support for free cross-border data flows, the Biden
administration did nothing to revitalize the World
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Trade Organization (WTO) and it refrained from ne-
gotiating any new free trade agreements. The gradual
drift towards greater trade protectionism would likely
continue under a Harris administration. Trade policy
would certainly not take a more liberal turn, given the
limited domestic political and electoral incentives to
do so. For all practical purposes, Congress would need
to grant the president trade promotion authority. But
regardless of which party wins the congressional elec-
tions, this is highly unlikely to happen.

With respect to trade policy vis-a-vis China, the
Biden administration maintained the Trump tariffs
and it imposed further, though more targeted, tariffs
on less than USD 20 billion worth of Chinese steel and
aluminum, electric vehicles, batteries, and semicon-
ductor imports. In comparison, the Trump administra-
tion tariffs affected USD 380 billion worth of Chinese
imports. Like his predecessor, Biden also tightened
national-security-focused export control and inward
investment restrictions targeting China and he intro-
duced outbound investment controls, aimed at limit-
ing China’s access to US technology in the context of
its “small yard, high fences” policy and US-Chinese
strategic competition. These policies would continue
under a Harris administration.

Under Biden, Congress passed a massive fiscal
stimulus package (America Rescue Plan, 2021) worth
almost USD 2 trillion to counter Covid-19. The admin-
istration also passed major investment programs,
such as the Investment and Jobs Act, the CHIPS and
Science Act, and the Inflation Reduction Act that
helped support investment spending and economic
growth. The major fiscal stimulus and continued large
fiscal deficits, combined with post-pandemic supply
side constraints, led to multi-decade high inflation
and forced the Federal Reserve into significant mon-
etary tightening. The combination of an expansion-
ary fiscal and tight monetary policy translated into
a strong dollar.

A Harris administration promises broad continu-
ity in terms of macro policy. Harris has pledged to
increase the corporate income tax from 21 percent to
28 percent and to provide financial support to home-
buyers and families in the form of tax credits. More
than a minor fiscal retrenchment would be unlikely,
if any tightening is implemented at all, and fiscal
deficits would remain high. Crucially, to what extent
Democrats would be able to implement their agenda
would depend on the outcome of the congressional
elections, where the Democrats are likely to lose the
Senate and may fail to recapture the House.

TRUMP 2.0 COULD PROVE HIGHLY DISRUPTIVE

As far as trade and investment restrictions related to
national security and technology are concerned, the
Trump and Harris administrations would be unlikely
to differ much. A Trump administration may show less
concern about getting allies on board (e.g., export
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Table 1

Presidential Powers and Trade Policy

Legislation President can:

Trade Expansion Act (1962) - Section 232

Trade Act (1974) - Section 122

Trade Act (1974) - Section 201

Trade Act (1974) - Section 301

International Economic Emergency
Powers Act (1977)
things)

Foreign Investment Risk Review
Modernization Act (2018)

Export Control Reform Act (2018)

Impose tariffs based on a recommendation by
the Department of Commerce ifimports
threaten or impair national security

Impose quotas and tariffs for up to 150 days
against countries that have large balan-
ce-of-payments surpluses with the US

Impose temporary duties or other trade
measures if the US International Trade
Commission determines that imports cause
threat or serious injury to US industry

Impose trade sanctions if US rights under
trade agreements are violated or if a country
takes unreasonable, discriminatory action
restricting US commerce

Block transactions and freeze or confiscate
assets in case of threat to national security,
foreign policy, or economy (among other

Block foreign investment in US companies on
national security grounds

Control exports, re-exports, and the transfer
of items and restrict activities of US persons

Source: Author’s compilation.

control policy). However, this difference would be
more a difference in tone rather than substance, as
the Biden administration nudged Dutch and Japanese
companies to align with US export control policies
targeting China, even if it did so somewhat politely
and behind closed doors.

Harris and Trump policies are unlikely to differ
much in terms of further restricting Chinese access
to advanced, especially “emerging and foundational”
technologies by leveraging, if necessary, the depend-
ence of third countries on US technology (e.g., foreign
direct product rule). US-Chinese strategic competition
would largely shape the direction of both Harris and
Trump geoeconomic policies, as it did under previous
administrations.

RISK OF A HYPER-PROTECTIONIST TRADE POLICY

A Trump administration would risk being far more dis-
ruptive with regard to international trade. During his
presidency, Trump imposed across-the-board tariffs
on steel and aluminum, among other imports, and
extensive tariffs on imports from China. His admin-
istration also used tariffs or the threat of tariffs to
force allies to renegotiate trade agreements (NAFTA,
KORUS) and it forced the EU to agree to start negoti-
ations for a transatlantic trade agreement.

Trump has floated radical trade policy plans,
including a 10 percent surcharge on all US imports.
(This proposal is reminiscent of President Nixon’s 1971
decision to force other countries to renegotiate their
exchange rates following the closing of the gold win-
dow.) Trump also threatened to impose tariffs of 60
percent on all imports from China and wants to pro-
hibit certain types of imports from China altogether
(e.g., certain healthcare products).
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Figure 1

If implemented, such restrictions would risk a ma-
jor destabilization of the international trade regime.
Restrictions might lead to tit-for-tat retaliation, and
potentially trigger a full-blown trade war. It might also
force countries to raise their tariffs on the world’s
largest exporter, China, as 60 percent US tariffs would
lead Chinese exports to be diverted to third coun-
tries. In addition, transatlantic trade relations would
come under renewed strain over long-standing trade
disputes that were put on ice by the Biden adminis-
tration (e.g., Airbus-Boeing, digital taxes, steel and
aluminum tariffs and quotes) and over new disputes
that are likely to arise over other issues (e.g., EU Car-
bon Border Adjustment Mechanism).

It is difficult to predict with much confidence
what a second Trump administration would do, as
it is unclear what the actual goal of US trade policy
would be. Are tariffs meant to reduce US trade defi-
cits, shelter selected sectors from foreign competition,
force other countries to make asymmetrical trade con-
cessions, reduce trade-related national security risks,
or simply create political theater that appeals to the
electoral base?

These objectives are of course not mutually exclu-
sive. But understanding what the ultimate objective is
would help predict how US trade policy might evolve
after initial protectionist measures are imposed. Re-
gardless, the immediate effect of implementing major
tariffs would be an escalation of international trade
conflict, lead to trade diversion, and weigh on eco-
nomic growth and investor confidence. It would also
prove inflationary and lead to relatively higher US and
international interest rates, or at least keep them ele-
vated for longer with negative implications for global
growth, especially in capital-importing emerging and
debt-challenged developing economies.

TAX ON CAPITAL INFLOWS IS UNLIKELY TO BE
REALIZED

Among other radical proposals floating around the
Trump orbit is a tax on foreign purchases of US as-
sets. The rationale seems to be that such a tax would
reduce foreign capital inflows, weaken the dollar, and
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hence reduce the trade deficit. This logic is question-
able, not least because the US trade deficit is largely
a function of the economy’s savings-investment im-
balance. It is far from straightforward how much of
an impact a weaker currency in what is effectively a
very closed US economy would have on savings and
investment and hence the trade and current account
deficit, not least because other macroeconomic pa-
rameters would also be affected by a capital inflows
tax. All other things equal, such a tax should make do-
mestic investment more expensive. Whether it would
actually lead to a narrowing of the savings-investment
gap and an improvement in the current account bal-
ance would depend on how other economic param-
eters will change in response to such a measure. In
the past, a weaker dollar has not necessarily led to
a falling trade deficit, in part due to offsetting, loose
domestic financial conditions. If the tax does lead
to a decline in US investment, US economic growth
will be negatively impacted. In addition to proving
highly disruptive to the global economy. It might also
weaken the dominant international role of the dollar.
A proposal like this is unlikely to get approved by Con-
gress, once US financial institutions and companies
start mobilizing against it.

Under Biden, the US cooperated closely and
largely smoothly with the EU on Russian sanctions
policies. By comparison, the president’s ability to
ratchet up sanctions is very considerable, as it may
seek to pressure Ukraine to negotiate an end to the
war, while threatening to escalate support for Ukraine
if Russia fails to come to the negotiating table. Al-
though the bulk of Russia-related sanctions has been
implemented via executive orders, which means that
the president can simply revoke them, Congress has
also passed sanctions legislation that makes it more
difficult and even impossible for the president to abol-
ish specific sanctions without congressional action. By
contrast, the ability to ratchet up sanctions is consid-
erable due to the International Emergency Economic
Powers Act and the National Emergencies Act. With re-
spect to US sanctions policy vis-a-vis Russia, a Trump
victory would increase uncertainty.

A LOOSE FISCAL POLICY AND LARGE DEFICITS

The US has been running large deficits in recent years.
Annual deficits are projected to average more than 6
percent of GDP for the 2024-2028 period. The Inter-
national Monetary Fund (IMF) has called on the US
to “urgently” address its large budget deficits. The
Congressional Budget Office (CBO) projects federal
debt to reach 122 percent of GDP in 2034, up from
97 percent of GDP last year.

Against this backdrop, Trump has promised to
make permanent the tax reductions contained in the
2017 Tax Cuts and Jobs Act when the legislation ex-
pires in 2025. The CBO puts the additional costs of
extending the 2017 tax cuts at USD 4-5 trillion over
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the next decade, or around 10 percent of 2034 GDP. To
what extent Trump will be able to make the tax cuts
permanent will depend on whether Republicans end
up controlling Congress. If they do not, Trump would
be forced into negotiations with Democrats. Demo-
crats would demand higher spending in exchange for
agreeing to make some tax cuts permanent. Either
way, the effect would be a larger budget deficit.

A significant deficit reduction is unlikely, regard-
less of the election outcome. Democrats dislike cut-
ting expenditure and Republicans dislike increasing
taxes. And even if the Republicans control Congress
under a Republican president, it would remain to be
seen how keen they would be to slash spending once
they are in office. Discretionary non-defense spending
accounts for only 3-4 percent of GDP and it will be
difficult to reduce it substantially, while a reform of
mandatory spending, mainly social security, will not
find support in either party. US fiscal policies will re-
main relatively loose and the debt-to-GDP ratio will
continue to increase.

One of the wonkier macro proposals floated by
Trump concerns replacing federal income taxes with
additional revenue raised from tariffs. Individual and
corporate income taxes raised about USD 2.6 tril-
lion in revenue last year, compared to the roughly
USD 3 trillion raised on US imports of goods. To be
deficit-neutral, such a measure would need to levy
tariffs worth significantly more than 90 percent on
imports, as higher tariffs would lead to a sharp fall
in imports. The consequences for the US economy
and the international trade regime would be severe.
Like the equally wonky capital inflow tax proposal,
this proposal is highly unlikely to get approved by
Congress, even if the Republicans were to hold ma-
jorities in both houses.

RISKS TO INDEPENDENCE OF THE FEDERAL
RESERVE

Radical ideas have also been floated in the Trump
orbit regarding monetary and exchange-rate policy.
Trump has raised the idea of reducing the Fed’s in-
dependence presumably to allow for an easier mon-
etary policy and a weaker dollar, possibly to offset
likely dollar appreciation following the imposition of
higher tariffs. This would lead to higher inflation and
increased financial uncertainty.

However, a Trump administration would find
it difficult to gain control of the Fed’s interest rate
policy. Legally and politically, it would be difficult
to curtail the Fed’s independence. While the presi-
dent may be able to replace Jerome Powell as the
chair of the Board of Governors, it would be next to
impossible to remove him (and others) as members
of the Board and hence as voting members of the
Federal Open Market Committee (FOMC), which sets
the Fed funds rate before their respective terms end.
Moreover, the FOMC takes decisions by majority, and
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besides the seven members of the Board of Gover-
nors and the New York Fed president, it consists of
the eleven regional Reserve Bank presidents (four of
which are FOMC voting members at any one time). The
regional Reserve Bank presidents are not appointed
by the president, though subject to approval by the
Board of Governors. So, Trump would need to purge
all or at least most of the members of the Board of
Governors and replace them with loyalists. But, as
happened during the first Trump administration, the
Senate would balk at confirming highly economically
unorthodox Fed appointees that would weaken the
Fed’s commitment to monetary stability. Finally, only
two Board members will see their terms expire before
the end of 2028, further limiting the degree to which
Trump would be able to stack the FOMC with loyalists
and doves during the next presidential term. For the
Fed to lose its independence, Congress would need
to pass legislation, which is highly unlikely, not least
because even if Republicans were supportive of such
reform, they would need to overcome a Democratic
filibuster in the Senate.

Verbal attacks on the Federal Reserve to pursue
an expansionary monetary policy and a weaker cur-
rency are likely but would not fundamentally put at
risk the Fed’s independence and commitment to price
stability. A possible legal wild card might be whether
the Trump administration could exploit the fact that
legally speaking, the Treasury is in charge of interna-
tional economic policy, including policies related to
the dollar. But without the Treasury also gaining con-
trol of interest rates, its ability to set exchange-rate
targets would be practically irrelevant.

POLICY CONCLUSION: EU SHOULD PREPARE FOR
POST-ELECTION UNCERTAINTY

The election of Kamala Harris would lead to relative
continuity of economic policy. The US would continue
to become more protectionist and impose further
trade and financial restrictions targeting China. Fis-
cal deficits would remain high, but the Fed would be
left to get on with its job of maintaining low inflation.

Fiscal policy will remain loose under both Har-
ris and Trump, though the latter’s tax-cutting plans
would translate into an even looser policy, not least
because the Republicans, assuming they end up in
control of Congress, will not be keen to substantially
reduce federal spending, their rhetoric when a Demo-
crat occupies the White House notwithstanding. Dem-
ocrats, should they unexpectedly end up controlling
Congress, would be amenable to raising taxes on cor-
porations and high-income earners, but would also
increase spending. Budget deficits will remain high
in virtually all scenarios. All other things being equal,
inflation and interest rates would be higher under
Trump due to a looser fiscal policy and higher tariffs
as well as lower immigration - and perhaps even “net
negative” immigration, should Trump be able to make
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good on promises not to just curtail immigration but
also to deport illegal immigrants.

The trade policy envisioned by Trump would be
very disruptive to international trade. In addition to
direct, potentially tit-for-tat retaliation in response
to 10 percent US import surcharges, a 60 percent
across-the-board tariff on American imports from
China would lead Chinese exports to be diverted to
third countries, which would then have little choice
but to impose tariffs on Chinese goods. China would
not take this lying down and would feel compelled
to retaliate, which would likely lead to at least US
counter-retaliation. The risk of a broader trade war
would then become a distinct possibility.

Given the uncertainty about what the Trump ad-
ministration actually wants to achieve with its trade
policy, it is difficult to predict how trade conflict
would play out after an initial round of tit-for-tat re-
taliation. Increasing US protectionism would prove
hugely disruptive and would add to the increasing
trade and investment restrictions and geoeconomic
fragmentation that have characterized the global
economy in the past few years against the backdrop
of intensifying geopolitical competition.

The EU should prepare for a worst-case scenario
by readying its geoeconomic toolbox, including its
anti-coercion instrument. It should also engage with
likely appointees, senior advisors, and members of
Congress on either side of the aisle to signal the EU’s
ability and willingness to deter and, if necessary, re-
taliate against discriminatory US policies and spell
out the potential economic costs of a broader trans-
atlantic trade conflict. But it should also attempt to
understand what the ultimate goal of US trade policy
is — especially under a Trump administration - so as to
evaluate where there may be room for compromise.
In the meantime, the EU should urgently accelerate
efforts to enhance its economic security through ex-
port diversification, the reduction of import-related
vulnerabilities, the promotion of the international role
of the euro and, last but not least, efforts to increase
euro area macroeconomic stability to be able to deal
with policy-induced increasing international economic
and financial instability and uncertainty. Enhancing
economic security is highly desirable, regardless of
who wins the US elections.
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Andreas Baur, Lisandra Flach and Dorothee Hillrichs

German-US Trade Relations before
the Election: Implications of a Trump

Comeback

For months now, the world has been looking eagerly
toward the US, where a presidential election is due
this November. Former President Donald Trump is
once again running for the White House on behalf of
the Republican Party. He announced his trade policy
agenda early on in his election campaign speeches:
following the example of his first term in office, Trump
intends to impose a 20 percent tariff on all US im-
ports, while imports from China would be subject to
a blanket 60 percent tariff across the board. Tariffs
of this magnitude would not only trigger numerous
chain reactions in the US economy but could also sig-
nificantly disrupt the global economy. Import tariffs of
this magnitude would make all foreign products more
expensive for US consumers and companies (Clausing
and Lovely 2024). A decline in US demand for foreign
products is therefore to be expected. Given that the
US is a very important market for German exports,
what would be the effects of the Trump’s new tariff
proposals for the German economy?

In this article, we begin by examining Germany’s
current economic ties with the US. The US is one of
Germany’s most important trading partners, both in
goods and services. Overall, Germany has a significant
trade surplus with the US, which is primarily attributa-
ble to large increases in goods exports in recent years.
Against this background, we conduct a counterfactual
analysis using an economic model to assess how Ger-
man exports would change if the US actually imposed
import duties of 60 percent on Chinese imports and
20 percent on all other imports. The model simulation
accounts for global interdependencies arising from
global value chains. This means that not only is the
direct effect of an increase in the price of German
products for US consumers taken into account, but
also indirect effects that would affect Germany via
other economies like China or Canada. Our findings
indicate that while German exports to its two larg-
est trading partners, the US and China, would drop
significantly, German exports as a whole would only
fall by around 2 percent. This suggests Germany can
partially compensate for the reduced demand from
the US through increasing exports to other countries.

THE US IS GERMANY’S LARGEST TRADING
PARTNER

The United States has traditionally played a central
role as a trading partner for Germany. With a volume

B The US is Germany’s largest trading p
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artner,

accounting for 11 percent of German exports
and 7 percent of imports in 2023. Services com-
prise nearly 50 percent of German imports from
the US and 30 percent of exports to the US, un-

derscoring their significance in bilate

ral trade

B Germany maintains a large trade surplus with the
United States, equivalent to approximately 2.1 per-
cent of Germany’s GDP in 2023. One major driver
of the surplus is a substantial increase in German
goods exports to the US in recent years while Ger-

man goods imports from the US have

stagnated

B In terms of value-added, around 7 percent of Germa-
ny’s manufacturing value-added is exported to the
US, compared to only 0.8 percent of US value-added
exported to Germany, highlighting the importance

of US market access for the German e

conomy

B A simulation exercise shows significant decreases
in German exports to the US and China in response
to potential new tariffs that Presidential candidate
Donald Trump announced in his campaign. How-
ever, trade diversion in form of increasing trade be-
tween Germany and other countries partially offsets

the negative direct effect of US tariffs

, resulting in

a 2 percent overall decrease in German exports

B Germany and the EU should prioritize deepening
its single market, especially in services, to remain
an attractive US trade partner. Simultaneously, the
EU should pursue new trade agreements to mitigate
risks from potential US protectionist measures

of more than EUR 220 billion, the US was once again
the largest purchaser of German goods and services
exports in 2023 (see Figure 1). This accounts for 11
percent of total German exports. Imports from the US
amounted to around EUR 132 billion in the previous
year, making the United States one of Germany’s most
important suppliers as well (share of total imports: 7
percent, third largest supplier). With a total volume
of around EUR 351 billion, the US was by far Germa-
ny’s largest trading partner last year, clearly ahead
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Figure 1
German International Trade by Partner Countries in 2023
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of China (EUR 277 billion) and the Netherlands (EUR
270 billion).}

Two features of trade relations with the US stand
out from a German perspective. First, services play
a crucial role in bilateral trade relations between
Germany and the United States. They account for
nearly 50 percent of German imports from the US
and approximately 30 percent of German exports to
the US, significantly exceeding the German average
share for services trade in total trade (imports: 26
percent, exports: 20 percent). Given this prominence,
it is essential to consider both goods and services
trade when analyzing German-US trade relations. In
addition, the persistent German trade surplus with the
United States is particularly noteworthy, amounting
to around EUR 88 billion or approximately 2.1 percent
1 However, even the US does not come close to the importance of
the European single market for the German economy: if one consid-
ers German trade with all EU member states as a whole, this was

more than five times as large as German-US trade, with a volume of
more than EUR 1.9 trillion

is a Junior Economist and Doc- is Director of the ifo Center for
toral Student at the ifo Center International Economics and
for International Economics and Professor of Economics at LMU
LMU Munich. Munich.

of German gross domestic product (GDP) in 2023. This
represents Germany's largest bilateral trade surplus
globally. In comparison, even Germany's trade deficit
with China, its largest bilateral deficit, stood much
lower at around EUR 34 billion or 0.9 percent of Ger-
man GDP in the same year. From an economic stand-
point, bilateral trade surpluses or deficits are not in-
herently positive or negative. However, Germany’s
substantial trade surplus with the US could become
problematic, as Donald Trump and his inner circle
view US trade deficits as indicators of unfair trade
practices, and an explicit goal of Trump’s trade pol-
icy is to achieve a balanced trade balance (Lighthizer
2023). Germany ranks fourth among countries with
which the US has its largest trade deficits, behind
China, Mexico, and Vietnam. Consequently, should
Trump return to the White House, Germany could be-
come a primary target of an increasingly protectionist
US trade policy.

GERMAN GOODS EXPORTS TO THE US HAVE
RISEN SIGNIFICANTLY IN RECENT YEARS

In particular, German goods exports have been an
important driver of the German trade surplus with the
US in recent years (Figure 2). After a brief slump dur-
ing the Great Recession in 2008/2009, German goods
exports to the US grew significantly not only in rela-
tion to German GDP, but also in comparison to Ger-
man goods imports from the US. As a consequence,
German exports of goods to the US were already more
than double the value of German imports from the
US in 2023 and contributed more than 90 percent to
Germany'’s trade surplus with the US. German ser-
vices exports to the US have also risen continuously
in relation to German GDP in recent years. However,
services imports from the US have followed a similar
growth trend, implying that the bilateral trade balance
in services is close to be balanced.

CARS, MACHINERY AND PHARMACEUTICALS
DOMINATE GERMAN-US EXPORTS

German goods exports to the United States are dom-
inated by three product groups: cars, machinery, and
pharmaceuticals (see Figure 3). Taken together, these

Dorothee Hillrichs
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quality and spatial disparities
in the context of international
trade.

28 EconPol Forum 5/2024 September Volume 25 25 CESifb



Figure 2
German Trade with the US
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product groups account for almost 60 percent of Ger-
man goods exports to the US. It is striking that in
particular for pharmaceutical products from Germany
the US market plays a disproportionately large role:
more than 20 percent of all German pharmaceutical
exports are sold to the US. In contrast, the corre-
sponding share for cars or machinery is significantly
lower at 10 percent. On the import side, pharmaceu-
tical products are also the largest group of goods
Germany imports from the United States. Moreover,
imports in the aerospace sector (which are classified
as other vehicles) as well as oil and natural gas im-
ports play an important role.

TRANSATLANTIC RELATIONS SHOW ASYMMETRY
IN MUTUAL ECONOMIC IMPORTANCE

In the age of global value chains, conventional trade
statistics can only provide an incomplete picture of
the US market’s economic importance to the German
economy, as they fail to account for indirect trade
links. For example, more than 50 percent of German
exports are intermediate products that are further
processed in third countries and potentially re-ex-
ported to the US. Similarly, German exports do not
only consist of German value-added, but also incor-
porate foreign intermediate inputs. To capture these
indirect interdependencies, measuring trade flows on
a value-added basis is crucial - a method also used
in GDP calculations. Based on data for 2022, Figure
4 shows that Germany directly or indirectly exports
around 7 percent of its entire manufacturing val-
ue-added to the United States. In contrast, German
demand plays a comparatively limited role for the
US, accounting for 0.8 percent of value-added in US
manufacturing. These asymmetries narrow slightly
when considering the EU as a whole, but significant
differences persist: over 8 percent of value-added in
EU manufacturing is exported directly or indirectly
to the United States, while only about 3.3 percent
of value-added in US manufacturing depends on EU
demand. Overall, transatlantic trade relations exhibit
therefore a significant imbalance: access to the US

© ifo Institute

market is far more important for Germany and Europe
than access to German or European markets is for the
United States. This asymmetry in mutual economic
importance could provide leverage to the incoming
US administration in trade policy negotiations with
its European partners.

THE IMPACT OF US TARIFFS ON GERMAN
EXPORTS

The previous descriptive analysis illustrates the role of
the US economy as Germany’s largest trading partner.

Figure 3
German Trade with the US by Product Group in 2023
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Figure 4

Value-added Exports by Destination
in % of value-added in manufacturing (2022)
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Figure 5

Export Effects of Tariff Increase
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In view of this importance, it is crucial to be able to
assess the impact of Republican presidential candi-
date Trump’s tariff proposals on the German economy
in advance. To quantify these effects, we make use of
the ifo Trade Model to examine and simulate the im-
pact that the tariff increases announced by Trump in
his campaign speeches could have on German trade.

The ifo Trade Model is a static general equilibrium
model that is able to identify the long-term level ef-
fects of such tariff increases. This provides insights
into the potential response of trade flows, trade vol-
umes, sectoral value-added as well as real gross do-
mestic product and gross household income effects.?
The results outlined below focus on the effects on
German foreign trade. The analysis with a general
equilibrium model includes not only direct exports
to the US, but also trade along the value chain as
well as possible trade diversion effects to other tar-
get markets in response to higher US tariffs. In this
way, it offers a comprehensive picture of a new global
economic equilibrium.

Figure 5 shows the trade effects for Germany if
the US imposes tariffs of 60 percent on goods from
China and 20 percent on goods from all other coun-
tries, including Germany. German exports to both the
US and China decrease significantly. The sharp decline
in exports to the US reflects the direct negative de-
mand effect of rising import prices. The sharp decline
in exports to China can be explained in part by the
interdependencies within production networks: China
is facing a sharp rise in US tariffs, which is signifi-
cantly curbing US demand for Chinese products. This
in turn has a negative impact on Chinese demand for
intermediate products from all over the world. While
some German exports are being diverted to Canada
and Mexico, exports to other EU member states and
2 The quantification can be carried out at a disaggregated level and
allows to derive trade and output effects for 65 sectors. The ifo Trade
Model covers more than 120 countries and 65 economic sectors. It
covers more than 90 percent of global value-added. All data required
for the simulation (e. g., international value-added linkages) come
from the global input-output database GTAP 10. As the model accu-
rately represents global value chains and country-specific parameters
at the sectoral level (e. g., sectoral productivity), the adjustments
caused by a tariff increase can be appropriately approximated. The

technical details of this model are described in several studies by the
ifo Institute (see e. g., Aichele et al. 2016; Baur et al. 2024).
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the rest of the world are hardly changing on average.
Overall, German total exports fall by close to 2 per-
cent, which shows that at least some of the direct
export losses on the US market can be offset by rising
exports to other countries.

The overall effect on German exports calculated
in the simulation conceals major sectoral differences
within the German economy. In particular, German ex-
ports in manufacturing would decline significantly as
a result of Donald Trump’s tariff proposals. The Ger-
man automotive industry (-4.9 percent) and pharma-
ceutical industry (-4.7 percent) would see the largest
declines in exports, driven in particular by the direct
decline in exports to the US (automotive: -32 percent;
pharmaceutical: -35 percent). On the other hand, the
German service sector could even slightly increase its
total exports, as German service exports would partly
replace US services in third markets and in the US
itself, since US services become more expensive as a
result of protectionist trade policies.

POLICY IMPLICATIONS

The United States remains a crucial partner for Ger-
many and Europe, both politically and economically.
Strengthening and future-proofing transatlantic trade
relations is therefore vital for Europe’s interests. Re-
gardless of the outcome of the upcoming US. presi-
dential election, European policymakers should focus
on making these relations resilient for the future.

A key prerequisite for enhancing the EU’s attrac-
tiveness as a trading partner is a flourishing European
single market. The more comprehensive and integrated
the EU single market becomes, the more appealing the
EU is to the United States as a trading partner, and the
greater the EU’s influence in geoeconomic competition.
For this reason, further deepening the single market is
crucial for the future of transatlantic economic rela-
tions. Due to the comparative advantage of the US in
the services sector, prioritizing a far-reaching liberali-
zation of services trade in the single market is essential
(for the growth potential of cross-border services in the
single market, see Dorn et al. 2024).

Even though the chances of success currently
seem slim, a transatlantic trade agreement could sig-
nificantly strengthen trade relations with the United
States, while also providing new impetus for growth
on both sides of the Atlantic. The upcoming change in
government in the US could present a good opportu-
nity for the EU to renew its efforts towards an agree-
ment on eliminating tariffs for industrial goods with
the US. Corresponding negotiations were initiated in
2018 by then US President Trump and EU Commission
President Juncker. Given that the EU’s average tariff
level is higher than that of the US, the EU could pres-
ent an attractive offer for a transatlantic ‘level playing
field’ in import tariffs.

Nevertheless, Germany and the EU should also
prepare for the risk of reduced US market access due
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to protectionist trade barriers. As demonstrated in
our simulation study, alternative export and import
markets can at least partially mitigate the negative
economic impact of a protectionist US trade policy. To
this end, concluding new EU trade agreements, such
as with the South American Mercosur states, offers a
crucial opportunity to diversify European companies’
market access and reduce vulnerability to potential
US protectionist measures.
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Mark N. Katz

What Difference Will It Make? Impact
of a Harris or Trump Presidency on
American Foreign Policy

KEY MESSAGES

If she is elected president, Kamala Harris is likely to con-
tinue President Joseph Biden’s foreign policy, though her
tone on the Middle East may differ somewhat from his

Just as Biden continued much of former President Donald
Trump’s foreign policy, a re-elected Trump is likely to
continue much of Biden’s

While Biden and Harris have been strong supporters

of NATO, Trump has been more critical of it. Still, many
see Trump’s criticisms of NATO as being designed to push
its European members to spend more on defense,

not to pull the US out of the alliance

Trump has provided ample reason to doubt that he would
be as supportive of Ukraine as Biden has been and Harris
is likely to be. Still, Trump does not want to see Ukraine
collapse on his watch. And Trump’s relations with Vladi-

mir Putin might deteriorate sharply if the Russian presi-
dent does not accept Trump’s conflict resolution efforts

European policymakers should increase their countries’
defense expenditures in order to encourage the US to
maintain its commitment to NATO. But European policy-
makers should also intensify planning for an indepen-
dent European defense in case the American commit-

ment falters

European policymakers should do more to point out to
their American counterparts that the Western competi-
tion with China is not just taking place in Asia, but world-
wide - including in Europe

32

DIFFERING TONES BUT SIMILAR POLICIES

If Vice President Kamala Harris is elected as president
of the United States in November 2024, the substance
and tone of American foreign policy can be expected
to remain much the same as it has been during Pres-
ident Joseph Biden’s term. But if former President
Donald Trump is elected, the tone of American foreign
policy will undoubtedly change back to the bellig-
erent “America First” theme he adopted during his
first term. Europeans, then, understandably fear that
Trump’s disdain for NATO has not diminished. Ukrain-
ians also have reason to fear that Trump will not be

nearly as supportive of Kyiv as Biden has been or as
Harris is likely to be.

It has been noted by several observers, though,
that American foreign policy during both the Trump
and Biden administrations has been broadly similar
(Wong 2022). Could it be, then, that if Trump is elected
again, he will continue many of the same policies that
Biden pursued - especially where these were con-
tinuations of his own policies? Harvard University
Professor Stephen M. Walt (2024) argued just this in
a January 2024 FP article entitled, “Another Trump
Presidency Won’t Much Change US Foreign Policy.”

It is noteworthy that Trump and Biden - as well
as Harris - have indeed had similar approaches on
several foreign policy issues.

Trump and Biden have seen China not just as
a security threat but also an economic one. Biden
maintained the trade sanctions that Trump imposed
on China. Harris, by contrast, has criticized Trump’s
sanctions on China as having negative effects on US
consumers. It is not clear, though, whether she would
move to lift any of them. She has, however, consist-
ently described China as a security threat. She ex-
pressed support for “Taiwan’s self-defense, consist-
ent with our longstanding policy,” as Biden has done
(McCartney 2024). By contrast, Trump has raised
doubts about whether the US would defend Taiwan
against a Chinese attack (Tang 2024).

Late in Trump’s first term, Washington helped ar-
range for normalization agreements (popularly known
as the “Abraham accords”) between Israel on the one
hand and four Arab states - the United Arab Emirates
(UAE), Bahrain, Morocco, and Sudan - on the other.
Biden not only supported this process but tried to
extend it to Saudi Arabia (Singh 2024). Both Harris and
Trump are likely to continue to support the Abraham
accord process.

Trump pulled the US out of the 2015 Iranian nu-
clear accord, known as the Joint Comprehensive Plan
of Action (JCPOA), in 2018. Despite Biden’s hopes of
reviving it, the growing tensions between Iran and
the US on several issues (including Iranian support
for Hamas and Hezbollah against Israel and support
for Russia against Ukraine) prevented this. Trump’s
view of the JCPOA is likely to be as negative as it was
during his first term. While Harris supports reviving
it, it is doubtful that she can be any more successful
at doing so than Biden (Von Hein 2024).
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Harris has been more critical of Israeli military
policy in Gaza than Biden, but some observers believe
that she has stated publicly what Biden has expressed
privately (Daniels et al. 2024). Yet while she has criti-
cized Israeli Prime Minister Netanyahu’s policy toward
Gaza and voiced sympathy for the plight of the Pal-
estinians there, Harris has also expressed “unwaver-
ing commitment” to Israel and described Hamas as a
“brutal terrorist organization” (Dovere 2024).

Trump, by contrast, has publicly been more sup-
portive of Israeli efforts in Gaza, urging the Israelis to
“finish what they started” and “get it over with fast.”
But Trump has also said, “I’'m not sure that I’'m loving
the way they’re doing it,” and “let’s get back to peace
and stop killing people.” One of the Israeli journal-
ists conducting this interview with him claimed that
both Trump and Biden were “turning their rhetorical
backs on Israel” (Sullivan 2024). It seems highly likely
that the Gaza conflict will continue past the January
20, 2025, inauguration date for the next president
even if a broader conflict between Israel and Iran is
avoided. Harris might be more critical of Netanyahu
than Trump, but both Trump and Harris can be ex-
pected to continue supporting Israel while also urging
an end to the conflict.

Trump adopted a harsh policy aimed at stemming
illegal immigration across the US-Mexico border. While
Biden criticized Trump for this, US border policy under
Biden ended up having many similarities to Trump’s
(Kight 2023). Whether Harris or Trump wins the No-
vember 2024 presidential election, both will continue
these efforts though their rhetoric about this issue
will differ markedly.

Two areas many see Harris and Trump differing
over are American support for NATO and American
support for Ukraine. Harris has supported Biden’s pol-
icy of strong support for NATO and can be expected
to continue this if she is elected. Trump, by contrast,
has been highly critical of NATO both during his first
term and subsequently, and is thus likely to remain
so during a second term.

Trump’s criticisms, though, have mainly been
about how several NATO governments are not spend-
ing enough on defense and seem directed more at
getting them to “pay their fair share.” This, however,
is something that post-World War Il presidents before
Trump and Biden have also called for. They, of course,
did not threaten to withdraw the US from NATO or en-
courage Russia to “do whatever the hell they want” to
NATO members that do not spend enough on defense
like Trump has done (Ibesa and Kim 2024). But since
the end of Trump’s first term at the beginning of 2021,
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Trump’s threats to pull the US out of NATO should be
taken seriously (Bolton 2024), Trump may actually
intend them as a bargaining tactic. If either Trump
or Harris wins the election, both can be expected to
push other NATO members to increase their defense
expenditures, though in very different tones of voice.

Regarding Ukraine, Harris can be expected to
continue Biden’s policy of providing Kyiv with strong
support, Congress permitting. Whether Trump would
do so, however, is unclear - especially given his past
animosity toward Ukrainian President Zelensky and
his oft expressed admiration for Russian President
Putin. Trump has even claimed that he can settle
the Russian-Ukrainian conflict “in a day” (WSJ Video
2023).

But if Trump wins a second term, how would he
react if - as seems highly likely - he cannot resolve
the conflict “in a day,” or at all? Will he really end US
aid to Ukraine and risk the humiliation of the Kyiv
government collapsing on his watch like the Kabul
government did on Biden’s? This does not seem like
something Trump would relish. Indeed, at one cam-
paign appearance in February 2024, Trump claimed
that he would do more to protect Ukraine than then
candidate Biden (Gold 2024). Trump might also react
quite negatively if Putin did not accept his conflict res-
olution efforts. Trump might be more assertive than
Harris about stating that the war needs to end with a
ceasefire in place or some other compromise that Kyiv
does not want to make (Arnsdorf et al. 2024). Harris,
though, might also be more willing to push for an end
to the conflict on terms such as these, even if she is
reluctant to say so publicly during the election cam-
paign. Interestingly, there are those who see not just
Harris, but also Trump as being more supportive of
Ukraine than Biden has been (Kaminski 2024). Trump’s
positive description of his July 2024 phone conversa-
tion with Ukrainian President Volodymyr Zelensky also
suggests that Trump’s previous animosity toward him
may have dissipated (Holmes 2024).

As he was during his first term, Trump may be
willing to make deals with authoritarian adversaries
in the hope of replicating a “Nixon in China” moment.
But if the experience of his first term is any guide,
Trump may be no more successful
at this in a second term. Both
Trump and Harris, though, can
be expected to cooperate with
America’s authoritarian allies
such as Saudi Arabia and the
United Arab Emirates (UAE),
albeit with differing levels of
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enthusiasm.

Policy toward climate change
is also something that Biden and
Trump have disagreed upon. Har-
ris has backed Biden’s support for
policies to mitigate this problem
while Trump largely opposes them

the number of NATO states spending at least 2 percent
of their gross domestic product (GDP) on defense has
risen from six to 23 in 2024 (Falkenek 2024). Trump’s
threat of not being willing to defend states that do not
spend enough, then, now appears to apply to fewer
countries. Although former Trump National Security
Adviser John Bolton (among others) have warned that
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(Wolf 2024). Neither Harris nor Trump, though, may
be able to do much about it. Harris may not be able
to get climate change policies passed by Congress if
(as seems likely) either of its two houses is controlled
by Republicans. Nor will Trump be able to do much
to stop Democratic-controlled state governments as
well as corporations, foundations, and investors con-
cerned with environmental, social, and governance
(ESG) issues from adopting their own climate change
policies. For both Harris and Trump, climate change
issues are likely to be a lower priority than security
and trade issues.

THE VICE-PRESIDENTIAL FACTOR

According to POLITICO, Harris’s choice as vice presi-
dent, Governor Tim Walz of Minnesota, diverges “little
from his running mate’s messaging” on foreign policy
issues (O’Brien and Bazail-Eimil 2024). He has been
supportive of Israel but called for humanitarian assis-
tance to the Palestinians in Gaza, critical of Russia and
supportive of Ukraine, skeptical of free trade agree-
ments when he was a member of Congress but sup-
portive of expanded trade as governor of Minnesota
(Berman and Roy 2024). Republicans have criticized
Walz for being “soft” on China, but he has been a con-
sistent critic of Beijing’s human rights shortcomings
(Rogin 2024). As vice president, he is likely to support
Harris’s foreign policy and certainly not challenge it.

On the other hand, Trump’s choice for vice-presi-
dential running mate - Senator J. D. Vance of Ohio - has
some very pronounced views on foreign policy. Vance
has opposed US military support for Ukraine because
he does not think it can win its war with Russia, sees
Asia as a more important priority for the US than Eu-
rope, strongly supports Israel, and is a climate change
skeptic. Unlike Trump, whose foreign policy views seem
transactional and subject to change depending on cir-
cumstances, Vance’s views appear to be more deeply
held and ideologically rooted (Lindsay 2024).

This is important because given Trump’s current
age of 78, there is a strong possibility that he may not
be able to serve out the full four years of the presiden-
tial term lasting from January 2025 to January 2029.
Vance, though, may only be able to put his imprint
on American foreign policy if Trump passes away and
Vance inherits the Oval Office from him. If instead
he is ailing but alive, Trump himself can be expected
to try to project an image of just being “temporarily
indisposed” and rely not on Vance but trusted Trump
family members and White House staff to act on his
behalf. These might well engage in their own free-
lancing efforts which they claim Trump supports, but
these are likely to be more pragmatic and transac-
tional than ideological.

But whether it is Harris, Trump, or (in the event of
the president’s death) either of their vice presidents
who end up overseeing American foreign policy for
all or part of the next four years, reacting to events
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might be the main driver of their foreign policies and
not the foreign policy agenda that they advocate be-
fore taking office.

POLICY CONCLUSIONS

European policymakers, of course, cannot be com-
placent about the extent to which American support
for NATO and Ukraine will continue if Trump or even
Harris is elected president in November 2024. It would
be prudent, then, for European governments to con-
tinue to increase their defense spending and support
for Ukraine not only because these are sensible pol-
icies but also to encourage the US to continue doing
so. European governments have no interest in giving
Trump or similarly minded politicians in Washington
an excuse for not defending a Europe that they claim
is not interested in defending itself.

Hopefully, the US commitment to defending Eu-
rope will continue. But if they fear the possibility
that it will not, then European governments should
intensify consultations and preparations regarding
independent European defense efforts. While a good
thing to do in and of itself, this would also be useful
for showing Washington that Europe is indeed serious
about its own defense. There is, of course, a risk that
if Europe convinces the US that it is willing and able
to defend itself, then there are those in Washington
who will conclude that the US no longer needs to be
as involved in defending Europe and can turn US at-
tention more toward the Chinese threat in Asia.

To forestall this possibility, European leaders
should launch a campaign to persuade American of-
ficials, legislators, media, and public opinion that just
as the West’s Cold War competition with the Soviet
Union took place throughout the globe, its competi-
tion with China is also worldwide - including in Eu-
rope. Indeed, Chinese support for Russia in its war
against Ukraine has made China a threat to Europe.
European policymakers should work with American
ones on countering and hopefully reducing Chinese
support for Russia, which threatens both Europe and
America.
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As US citizens prepare to elect a new president this
November, the flow of money to finance candidates’
campaigns intensifies. In the 24 hours following his
conviction for falsifying business records in early June,
the Donald Trump campaign received more than USD
50 million. In the month following President Biden’s
withdrawal from the race, as it became clear that the
Democratic Party’s grandees were firmly backing his
vice president, Kamala Harris received an astounding
half-billion dollars. As money poured
into the coffers, some prominent
Democratic donors had the au-
dacity to publicly advocate

for what they expected if the
Democrats won the presidency.

Just two days after Biden’s with-
drawal message on Twitter, Ex-
pedia’s Chairman Barry Diller and
LinkedIn founder Reid Hoffman
called for a change at the helm

of the Federal Trade Commission,

where Lina Khan has drawn the ire of large corporate
groups.

The role of money in US politics has increased at
an impressive rate in recent years. As shown in Figure
1, candidates in the 2020 electoral cycle raised almost
USD 15 billion, of which USD 4 billion was donated for
the presidential election. These numbers set US pol-
itics apart from all other democracies, where money
still plays an important role, but contributions and
spending are more tightly regulated, and electoral
campaigns are often publicly funded. Why is there so
much money in American politics? And how much of
a difference does it make for American citizens and
the policies they receive?

CAMPAIGN FINANCE AND THE TRADE-OFF
BETWEEN LIBERTY AND EQUALITY

Democratic politics requires a delicate balance be-
tween equality and liberty. On one hand, democracy
is based on equal representation of all citizens, a pro-
cess in which, ideally, each individual holds the same
weight. At the same time, free speech is essential for
public deliberation and the scrutiny of different can-
didates and proposals. Unfortunately, these two prin-
ciples can conflict with each other, particularly when
inequality of resources, a normal feature of a capitalist
market economy, leads to some individuals or groups
having a disproportionately louder voice, drowning out
the voices of less resourceful citizens.

Landmark regulations passed in the 1970s recog-
nized this trade-off and attempted to limit the influ-
ence of a few wealthy donors on democratic processes.
The Federal Election Campaign Act of 1971 (FECA) and
its 1974 amendments established disclosure require-
ments and set limits on the amount of money that
could be donated to candidates, political parties, and
Political Action Committees (PACs).

Since then, however, various Supreme Court de-
cisions, starting with the landmark 1976 Buckley vs.
Valeo case, have clearly prioritized liberty over equal-
ity. In Buckley vs. Valeo, the Supreme Court distin-
guished between contributions and expenditures. It
accepted limits on contributions as necessary to pre-
vent corruption but rejected spending limits, arguing
they would restrict free speech and violate the First
Amendment. According to this interpretation, “money
is speech.”

The American system also makes a crucial distinc-
tion between coordinated spending, which is subject
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to limits as it is akin to campaign contributions, and
independent spending, which is uncoordinated with
candidates and not subject to limitations.

Within this framework, all attempts to rein in big
money have been frustrated, either by the creativity
of political actors and lobbyists or by Supreme Court
rulings. The most significant of these efforts was the
Bipartisan Campaign Reform Act of 2002 (BCRA), spon-
sored by Senators Russ Feingold and John McCain. The
BCRA responded to the proliferation of soft-money
contributions, which were unregulated and not subject
to FECA limits since they were not used to promote
specific candidates or in coordination with campaigns.

However, the BCRA has since been rendered inef-
fective by various Supreme Court rulings. Most nota-
bly, the 2010 Citizens United vs. FEC and SpeechNow.
org vs. FEC rulings struck down restrictions on inde-
pendent political expenditures by corporations and
unions, arguing such limits violated the First Amend-
ment. Independent expenditure-only committees,
commonly known as Super PACs, could now raise and
spend money from individuals, corporations, and un-
ions without limitations - not just for issue advocacy
but also for electioneering communications, as long
as they maintained the fiction of non-coordination
with candidates. The floodgates were opened, and
money could now flow freely without restrictions. Ad-
ditionally, donors could remain anonymous by using
conduits, such as 501(c) organizations, turning soft
money into dark money.

THE RISE OF SUPER PACS AND THE FICTION OF
INDEPENDENCE

Unlike traditional PACs, Super PACs can raise and
spend unlimited sums of money to advocate for or
against political candidates. The critical distinction
is that while PACs contribute directly to campaigns,
Super PACs are prohibited from coordinating directly
with candidates or their campaigns.

The post-Citizens-United era has seen an explo-
sion in the number and influence of Super PACs, funda-
mentally altering the dynamics of American electoral
politics. In recent election cycles, Super PACs raised
and spent billions of dollars, dwarfing the amounts
raised by traditional PACs and candidates’ campaigns.
As of August 15 this year, Super PACs and other groups
with no limit on what they can raise and spend (out-
side spending) have already spent USD 1.1 billion, dou-
ble the amount spent during the same period in the
2019-2020 electoral cycle when independent expendi-
tures hit an all-time record (Cloutier 2024).

Hence, the current US campaign finance system
fully prioritizes a possibly flawed idea of free speech
over equal representation. Several points are impor-
tant to note. First, the Supreme Court has played a
key role in creating the current situation. Key rulings
like Citizens United were passed by a 5-4 majority on
purely ideological lines. The conservative dominance
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in the Supreme Court since the Bush Jr. presidency
has been instrumental in shaping the current inter-
pretation of this trade-off.

Second, the legal rationale for allowing Super
PACs to operate without contribution limits - that
they operate independently of candidates - is purely
fictional. The distinction between coordinated and un-
coordinated spending is nebulous both in principle and
in practice, since electioneering can happen tacitly,
without formal contacts between the agents involved.
Moreover, the revolving door between parties, corpo-
rations, and Super PACs ensures that those conducting
“independent” campaigns are well-acquainted and
have no difficulty coordinating in practice.

Third, even when Super PACs do not coordinate
with candidates, their influence is not any less prob-
lematic. By setting the agenda of public debate, Su-
per PACs can increase the salience of certain issues
solely based on their importance to donors. This likely
induces office-seeking politicians to follow the pol-
icy agenda advocated by wealthy donors, even with-
out explicit coordination. Additionally, by raising the
prominence of certain issues, Super PACs can benefit
particular candidates without issuing direct endorse-
ments. According to the “issue-ownership” hypothesis
(Petrocik 1996), and to plenty of evidence from sur-
veys, voters tend to perceive Republican candidates
Figure 1
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Figure 3

as more credible on certain issues (like law and or-
der, or immigration) and Democrats as more credible
on others (like environment or healthcare). By ampli-
fying the salience of certain issues, wealthy donors
can boost specific candidates, even without explicit
endorsements.

THE “DONORATE” VS. THE ELECTORATE

This surge in Super PAC activity has fueled concerns
about the outsized influence of wealthy individuals
and special interest groups in elections. It is indeed
hard to portray donations of USD 125 million (Timothy
Mellon to Donald Trump’s MAGA Super PAC) in one
electoral cycle as mere free speech.

This is particularly troubling because the policy
preferences of donors - especially large donors - are
very different from those of most citizens. Rich Amer-
icans are especially more conservative on economic
issues, particularly on matters related to labor mar-
ket regulation, taxation, social spending, and redis-
tribution (Page et al. 2013; Broockman and Malhotra
2020; Broockman et al. 2019; Cohn et al. 2023). In
fact, on the economy, the wealthiest Americans have
been found to be consistently more conservative than
even the top 10 percent (Page et al. 2013 and 2018).
Similarly, a survey of big donors shows that Republi-
can contributors are significantly more conservative
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on economic issues than Republican voters, with this
difference increasing for top 1 percent donors (Broock-
man and Malhotra 2020). In summary, campaign con-
tribution patterns may induce legislators to give more
weight to the political preferences of rich voters, which
tend to be substantially more conservative than aver-
age on economic and fiscal matters.

More generally, compared with the electorate,
even just considering people who actually exercise
their right to vote, the “donorate” heavily overrep-
resents white, male, wealthier, and older citizens
(Hill and Huber 2017). In both parties, the differences
between donors and non-donors are substantially
more relevant than the differences between voters
and non-voters. Hill and Huber (2017) also find that
donors of both parties are ideologically more extreme
than voters, including primary voters who tend to be
more extreme than the rest of the electorate. Hence,
the recent surge of money in politics could also be
partially responsible for the increasing polarization
of American politics.

On the other hand, the increase in small campaign
contributions that has also been witnessed in recent
years can, in fact, make the “donorate” more repre-
sentative of the electorate. Small contributions are
mostly expressive forms of support for a candidate,
akin to volunteering time or participating in rallies.!
Barack Obama’s 2008 campaign claimed success in
mobilizing new small donors, particularly using the
new opportunities offered by the internet. Kamala Har-
ris raised a record half-billion dollars during the first
month of her campaign, of which about 40 percent
(or USD 200 million) came from donations of less than
USD 200. Approximately one-third of Donald Trump’s
donations in this electoral cycle come from small do-
nors (less than USD 200), much of it contributed im-
mediately after his conviction.

The available data shows indeed that the number
of small donors has increased substantially in recent
years, from about 50,000 in the 2006 electoral cycle to
nearly 14.5 million in 2020 (see Figure 3, reproduced
from Bouton et al. 2024). Small donors tend to have
lower incomes and are more likely to be female and
from ethnic minorities compared to large donors (Bou-
ton et al. 2024).

While the number of donors has increased, the
concentration of contributions has also intensified
(Bonica et al. 2013). In 2018, 0.01 percent of the vot-
ing-age population accounted for nearly half of total
contributions (Cagé 2024). In Larcinese and Parmigiani
(2023), we show that wealthier areas (census tracts)
are increasingly accounting for a larger share of dona-
tions. In 1980, census tracts below the median income
accounted for about 30 percent of total contributions;
by 2020, their share had shrunk to around 15 percent,
well below the share of total contributions donated

! Evidence also suggests that candidates relying disproportionately

on small donors tend to be more effective legislators (Prat et al.
2010).
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by the top 1 percent (Figure 4). We point out that this
trend may well be a consequence of increasing income
inequality. If rising inequality leads to greater politi-
cal influence for the wealthy, which in turn results in
policies that further exacerbate inequality (such as tax
cuts for high-income individuals), we may be witness-
ing a spiral where both economic and political power
become increasingly concentrated in fewer hands, an
oligarchic spiral.

DOES MONEY MATTER?

The American judicary has always taken a very nar-
row view to justify restrictions on the flow of money
into politics: that such limits are necessary to prevent
corruption. In this view, only an explicit, proven quid
pro quo is considered problematic. Unsurprisingly, this
quid pro quo has been notoriously difficult to prove in
court. The same difficulty applies to academic research
attempting to demonstrate the influence of money on
legislative activity and public policy. Finding the “smok-
ing gun” is challenging; consequently, most evidence is
correlational, and finding causal effects of campaign
contributions on policymaking has proven difficult.

Nevertheless, several recent studies have shown
that contributions do function as leverage in political
decisions. Using a large dataset covering the period
from 1988 to 2014, Fouirnaies and Hall (2018) demon-
strate that shifts in procedural power, such as com-
mittee membership, lead to significant reallocations
of campaign finance money. In their study of the sugar
industry, Grier et al. (2022) show that the voting behav-
ior of members of Congress is influenced by changing
patterns of contributions.

Gilens et al. (2021) took advantage of the fact
that the Citizens United ruling had different impacts
in different US states, as some states had previously
banned independent corporate expenditures and were
thus forced to re-allow them. These “treated” states
saw an increase in corporate-friendly policies com-
pared with other states. At the same time, no effect
was found on policies that had little or no impact on
corporate welfare.

Other studies find that members of Congress re-
spond more to the political preferences of wealthy do-
nors than to the preferences of their electorate (Canes-
Wrone and Gibson 2019; Canes-Wrone and Miller 2022).
This is consistent with evidence showing that imple-
mented policies tend to align well with the preferences
of the top 10 percent of the income distribution but
are virtually uncorrelated with the preferences of the
remaining 90 percent (Gilens 2012). Of course, other
explanations for this correlation are possible; for ex-
ample, representatives may simply share the same
preferences as the top 10 percent because they come
from similar social backgrounds. However, this expla-
nation would not be less problematic as it would call
into question the role of money in political careers
and in the persistence of political elites.
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POLICY CONCLUSION: WHAT CAN BE DONE?

Campaign finance in the US is a complex and pressing
issue, but you will rarely find it as a topic of debate for
presidential candidates. Long gone are the days when
presidential candidate John McCain made campaign
finance reform a key part of his agenda. This is not
surprising given how much presidential campaigns
now depend on big donors.

However, this does not mean reforms are not be-
ing attempted at the federal level or experimented
with in local politics. One of the most notable federal
efforts was the introduction of the For the People Act
(H.R.1) in 2021, which aimed to overhaul the campaign
finance system by promoting transparency, reducing
the influence of dark money (political spending by
501(c) organizations that do not disclose their donors),
and strengthening enforcement mechanisms. The bill
passed the House of Representatives twice but faced
significant and effective opposition in the Senate.

At the state level, some jurisdictions have exper-
imented with public financing models, implemented
in various ways. One interesting example is the Seat-
tle City Council, where residents receive four publicly
funded vouchers worth USD 25 each and can distrib-
ute them to candidates who, in turn, agree to specific
spending limits.

Another approach to public funding is matching
small-dollar donations to encourage broader partici-
pation in the political process and reduce candidates’
reliance on large donors. New York City’s public match-
ing funds program, for instance, provides candidates
with public funds that match small contributions (up
to a 9-to-1 ratio), significantly amplifying the impact
of grassroots fundraising.

However, while these solutions can be effective
at the local level, they are unlikely to make a signifi-
cant impact in federal politics. It is worth noting that a
system of public funding for presidential elections was
once provided by FECA, and every serious contender for
the presidency used these funds until the early 2000s.
Public funding consisted of matching funds for small
donations (less than USD 250) in the primaries and a
fixed amount for presidential nominees in the general
election. However, public funding came with spending
limits. The surge in private money led candidates to
abandon public funds so they could raise and spend
without restrictions. Al Gore in 2000 was the last can-
didate to use matching funds for the primaries, and
Obama in 2008 was the first to refuse public funds for
the general election, correctly anticipating that he could
raise and spend much more with private contributions.

Thus, it seems unlikely that the creative solutions
for fairer elections being tested at the local level will
have any broader impact on federal politics. The over-
arching challenge remains the Supreme Court’s in-
terpretation of the First Amendment and the fiction
of separation between coordinated and independent
spending. Any meaningful reform at the federal level
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would likely require either a constitutional amend-
ment or a significant shift in the Court’s jurisprudence,
both of which are highly unlikely in the current polit-
ical climate.

The remaining hope is that, as the cost of cam-
paigns continues to rise, and as new technologies en-
able ever more sophisticated fundraising and spend-
ing strategies, the pressure to revisit the campaign
finance system will grow. Whether the United States
can strike a balance between the legitimate need for
free speech and political debate, and greater political
equality among its citizens, remains one of the most
pressing questions for the future of its democracy.
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The 2024 Presidential Election in the
US: Potential Impacts on Global Politics

and Economics

THE GLOBAL CONTEXT

The world is in a period of profound turbulence and
economic and political restructuring. According to
estimates from the United Nations, a quarter of hu-
manity lives in conflict-affected areas, the most since
World War Il (WW I1) (UN Security Council 2023). Many
of the institutions of multilateralism are often grid-
locked, such as the United Nations Security Council
or the World Trade Organization (BDI 2022). Clearly
the so-called Pax Americana, where American power
projection and institution-building reduced global
conflict, is now largely a thing of the past, except
perhaps in Western Europe and littoral East Asia
(Lind 2023). However, even in “zones of peace” such
as Western Europe, there are “grey zone” operations
ongoing, where major powers and their proxies at-
tack each other through cyber and other means as
part of a “new” or “Second Cold War” (Schindler et al.
2023). Such disruption presents China with a period
of “strategic opportunity” (Deng 2022) as it engages
in a “war of maneuver,” as compared to the US’s “war
of position” (Carmody 2024a). The long-term conse-
quences for the global economy and geopolitics of
this rivalry are likely to be profound.

As billions of people around the world go to the
polls, 2024 has been dubbed the “year of elections.”
Probably the most consequential of these will be in
the US, as whether or not Donald Trump is (re)elected
will have potentially substantial implications for the
emerging international (dis)order.

Trump is deeply skeptical of international insti-
tutions, and pulled the US out of several of them,
such as the World Health Organization (WHO), when
he was president previously. He has consist-
ently expressed skepticism of the North
Atlantic Treaty Organization (NATO)
since the 1980s, when he took out a
full-page newspaper ad to critique it,
as he sought to open up the Soviet Un-
ion’s market to his hotel chain (Abram-
son 2018). Trump is an admirer of “strong
men” and practitioner of transactional real-
politik, although some reports suggest that
when he met with North Korean dictator
Kim Jong-un, he was more concerned about
the performative optics than the substance
of the talks (Schepers 2019). What would his

KEY MESSAGES

B The world is in a period of profound political and
economic disruption

B The outcome of the US presidential election has the
potential to accelerate this or contribute to the con-
struction of a reformed and more legitimate inter-
national order

B How competition between the US and China is man-
aged will be key to global stability and prosperity

B Africa, Europe, and other world regions need to pre-
pare for shocks wrought by a potential Trump victory

B The stakes are very high for both the US and the world

(re)election mean for the current international order,
economy, and ongoing conflicts?

In contrast to Trump, a Harris administration
would be likely to maintain Biden’s policies focused
on rebuilding and depending on international al-
liances. Harris’s recent nomination by the Demo-
cratic Party and her choice of Minnesota Governor
Tim Walz have clearly reinvigorated Democrats in
the US, many of whom were anticipating a Trump
victory after Biden’s disastrous June debate perfor-
mance. The old age/generational critique has become
widely accepted in the US, and Harris turned this to
Democratic advantage now with Trump as the “old-
est major party nominee for president ever.” Her as-
cendance has raised hopes among, at least some,
disillusioned young people that maybe something

can change.
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ENHANCED DISORDER?

While there are multiple conflicts now raging
around the world, with tragic human and other con-
sequences, from a global geopolitical perspective
probably the most consequential of these is the war
in Ukraine. For some “realists” such as John Mear-
sheimer (2014), this conflict is primarily the West’s
fault, as it sought to encroach on Russia’s “sphere of
influence.” This position has recently received sup-
port from other public intellectuals such as Jeffrey
Sachs (2024) of Columbia University. According to
other analysts such as Jonathon Dimbelby (cited in
Paul 2024), Ukraine will never be able to defeat Russia
militarily given the size and capacity for endurance/
suffering of the latter, and consequently there will
have to be a negotiated settlement to the conflict,
which will include recognition of the latter’s sover-
eignty over some of the territory it has seized.

Trump says he would resolve the Ukraine conflict
in a matter of hours. While this is undoubtedly hyper-
bolic, there are indications that he would push that
country to settle with Russia, under threat of with-
drawal of American military aid and support (Arns-
dorf et al. 2024). According to Trump’s last National
Security Advisor, Robert O’Brien (2024), all wars end
around a table, and enhanced sanctions on Russian
energy exports are needed to bring that country to
negotiations. Would such an outcome lead to greater
peace or might it inflame further war through reward-
ing aggression? While the contours of any such agree-
ment might determine whether or not Vladimir Putin’s
Russia would be “satiated” in Ukraine or Europe, al-
though previous military interventions in Georgia and
elsewhere would suggest not, the bigger question per-
haps from a global geopolitical perspective would be
how such a settlement might be received in, or viewed
from, China. A Harris administration would likely seek
to maintain US support for Ukraine, but, as has been
seen since Republicans took control of the House of
Representatives in 2022, divided government in the
US and the pro-Putin segment of the Republican Party
will make this support difficult to maintain.

According to the United States Central Intelli-
gence Agency, Chinese President Xi Jinping has told
his military that he wants them to be ready to con-
quer Taiwan in three (now two) years (Yen 2023). The
Russian invasion of Ukraine prompted the then US
Speaker of the House, Nancy Pelosi, to visit Taiwan,
and President Biden to do away with any strategic
ambiguity by repeatedly saying that the US would
defend it militarily in the event of a Chinese invasion.
The Russian invasion of Ukraine also coincided with
the US reinvigorating its alliance structure and cata-
lyzing new arrangements between security partners
in a “lattice” rather than “hub and spoke” structure
(United States 2022), reflecting a new flexible geom-
etry in adaptation to the shifting balance of power
under multipolarization.
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One of the foundational tenets of realism is that
states can never know for certain what the intentions
of the adversaries are. Recently, President Xi has said
the US is trying to trick China into invading Taiwan
and that it wouldn’t take the bait, although some
analysts have said this is to try to drive a wedge be-
tween the US and Europe (Spirlet 2024). How would
a Trump presidency in the US respond to the even-
tuality of an invasion?

One of the signal features of the previous Trump
presidency was his hawkish stance on China. Ac-
cording to one of his advisors, the road to “making
American great again” runs through Beijing (Pills-
bury 2017). Trump is also famously unpredictable,
or erratic, partly as a strategy to keep opponents/
interlocuters guessing and off-balance as part of the
“art of the deal” (Trump and Schwartz 1988). Pre-
viously, Trump has said “Taiwan took our business
away” and that they should have been “tariffed,” and
was equivocal about whether or not the US would
defend the island if there were a Chinese invasion
(Taiwan News Plus 2023). As has already been noted,
he is also exceptionally transactional, and would he
implicitly be willing to “trade Taiwan” in exchange for
economic concessions from China, for example? Such
an approach would be in keeping with an “America
first” foreign policy but would have strategic risks,
such as the disruption of global supply chains in the
semiconductor industry, given Taiwan’s centrality to
that trade. There are other risks as well: trade con-
cessions from China could be reversed, whereas a
military takeover of Taiwan could likely not be, and a
“successful” invasion might also make Trump appear
weak. Harris’s likely maintenance of Biden’s unambig-
uous support for Taiwan, with significant but far from
unanimous bipartisan support in Congress, would
likely lead the US into direct conflict with China in
the wake of an invasion of the island.

One of the paradoxes of the current political sit-
uation in the United States is that while the country
is very politically divided, there is a largely bipartisan
consensus on how to deal with China, with Biden hav-
ing retained and expanded many Trump policies, such
as extensive tariffs on Chinese imports. China policy
may therefore be largely continued as is, irrespec-
tive of who wins the election. However, technology
policy, which has implications for competition with
China, may differ between the potential administra-
tions substantially.

From a long-term perspective, the decline of US
hegemony that began in the 1970s (see e.g., Arrighi
1994 and 2007; Bunker and Ciccantell 2005 and 2007)
has had a wide range of consequences that are shap-
ing this election and its likely consequences. One of
the most salient is the increasing numbers of con-
flicts that are displacing large numbers of civilians
and, in combination with the climate crisis, creating
waves of migrants seeking survival and work in the
Global North. Vice President Harris’s charge of try-
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ing to improve conditions in Central America via in-
creased private and national government investments
to keep people from migrating was one recognition
of the fundamental political problem of migration
to the US (Marczak 2024; White House March 2024).
Marczak (2024) argues that Harris’s strategy is to “ap-
proach: Listen to a broad array of stakeholders, act,
follow up, and then adjust tactics as needed. This
approach can take time to implement, but it also
proves adaptive to unexpected challenges” is likely
to characterize her efforts to address immigration
and other difficult issues if she is elected. Similarly,
efforts in Europe to subsidize state attempts to keep
migrants from crossing the Mediterranean seek to
reduce migrant flows.

Large flows of migrants (“migrant caravans cross-
ing Mexico to the border” in the US) lead to increas-
ing political instability and right-wing challenges for
power in the US and EU, which accelerate the decline
of US hegemony and increase global instability and
migration. The rhetoric about immigration would be
very different depending on the results of the presi-
dential election, but the practical effects are likely to
be similar. A rational US policy of evaluating asylum
claims in line with international law, providing work
permits for migrants, developing policies to promote
effective assimilation, etc., will remain a progressive
dream in the US for the foreseeable future because
of the rhetorical power of the “border crisis,” despite
its disconnect from reality. A Harris administration,
particularly with the likely Democratic majority in the
House of Representatives but with a Republican Sen-
ate, would likely oversee the continuing slow decline
via economic nationalism and political paralysis, while
a Trump administration with control of both houses
of Congress would likely drive more rapid decline and
increasing global poverty, conflict, and migration.

On a related note regarding US hegemonic de-
cline, there is a need to recognize the broad economic
benefits to the US and the Global North of post-WW-II
US hegemony and neoliberal globalization that pro-
moted economic growth and lowered costs to con-
sumers by incorporating cheap labor into the world
economy. Trump’s plans for raising tariffs and trade
barriers, and starting trade wars with rivals and al-
lies, is couched as economic nationalism and Biden
has largely followed suit, but this rhetoric ignores the
successes of neoliberalization from the perspective
of many sectors of the Global North. The likely con-
tinued relative decline of the US regardless of who
wins this election carries significant consequences
for ongoing instability.

ENHANCED TECHNOLOGY WARS?

According to Luttwak (1990), geoeconomics repre-
sents a logic of conflict while using the language of
commerce, and this has arguably been the main form
of “great” power conflict in recent decades. According
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to some estimates, the Chinese are winning this com-
petition. Dalio (2021, 430) argues “the technology war
is much more serious than the trade/economic war
because whoever wins the technology war will prob-
ably also win the military wars and all other wars.”
“A study by the Australian Strategic Policy Institute
revealed that China leads the world in thirty-seven
out of forty-four critical technologies, including ... 5G
internet” (Garlick 2023, 155). Chinese companies are
now the largest grouping in the Fortune Global 500
index (Chandler 2022) and their geographic reach is
also extensive, with 70 percent of broadband infra-
structure in Africa built by Chinese firms, for exam-
ple - giving them “latent structural power” (Arnold
2024). However, China lags behind in new or funda-
mental innovations or what Jin (2023) calls “zero to
one” technology, while excelling in adaptation of, or
incremental innovation in, existing ones.

While Trump’s industrial policy was defensive/
reactive, making heavy use of tariffs, for example,
Biden’s has been more proactive through the use of
extensive funding of research and innovation in semi-
conductors, for example, which holds the potential to
be more successful over the medium to longer-term
in maintaining American competitive advantage in
key sectors - an approach Harris would be likely to
maintain.

POTENTIAL IMPACTS GLOBALLY

What would the implications of a Trump victory be for
other world regions? While the Biden administration
has been vigorously contesting “space” with China in
Africa, holding a Summit for Democracy in Zambia,
funding the Lobito transport corridor in Angola, and
striking a deal to make electric vehicle batteries in
Congo, for example (see Carmody and Hampwaye
2024), Trump would likely again dilute American en-
gagement with the region, as he did previously (see
Owusu et al. 2019). When he was president, Trump
infamously referred to African states as “sh**hole
countries” and as a space where his friends went to
get rich. His wife, Melania Trump, wore a pith helmet
- a symbol of colonial oppression - when she visited
the continent (Carmody 2019). Trump would likely
institute more regressive economic policies towards
the continent, as he did last time when he was in of-
fice, when he withdrew trade privileges from Rwanda
when it banned secondhand clothes imports, some
of which were from the US, in an attempt to build up
its own textile and clothing industry, for example. In
Trump’s worldview, Africa cannot do much for him, or
by extension, America, and is consequently insignifi-
cant, except perhaps as a potential security “threat.”
Such neglect would be particularly shortsighted, even
from a self-interested point of view, given Africa’s
growing population, economy, and importance in
world affairs. Harris’s potential policy approach, be-
yond continuing Biden’s efforts to rebuild alliances,
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remains unclear, although her personal experiences
as the child of immigrants from Jamaica and India
may give her greater sensitivity toward international
issues such as migration and poverty.

For other regions of the Global South beyond
Africa, a Trump reelection would bring both threats
and opportunities. Multipolarization is an embedded
metatrend in the global political economy, and the
(uneven) “Rise of the South” is likely to continue.
However, the loss of “hegemonic stability” created
by relative US decline may make some regions more
prone to conflict, as has recently been evidenced in
Myanmar, Sudan, and elsewhere. Australia’s Lowy
Institute already characterizes the conflict between
the US and its allies and China in the Pacific islands
as a new “Great Game” of rivalry for power and in-
fluence (Sora et al. 2024). Trump will, however, be
less likely to be engaged in trying to find solutions
than the Biden administration, as he views the world
through the prism of his own interests (Hughes 2018);
a latter-day “I’état, c’est moi” philosophy (Chait 2017).
Some countries, however, might fare better econom-
ically. For example, Mexico’s “friendshoring boom”
would likely continue under Trump (Chovanec 2024),
as even Chinese companies locate operations there to
avoid tariffs, unless he identifies it as another “foe” as
he referred to the European Union previously. Harris’s
roots in California and the importance of immigration
there, as well as her efforts as vice president to reduce
migrant flows at their sources in Central America, may
lead to more rational and humane immigration policy
and international relations with the region. However,
recent Harris political advertising promises “securing
the border” and “hiring thousands of border agents,”
reflect the power of the image of immigration as a
threat to “safety” in the US and as a political tool.

For Europe, a Trump reelection would likely bring
“strategic autonomy” closer. This might take the form
of a soft (planned, voluntary) or hard (unplanned,
rushed) geopolitical decoupling from the US. China
has been attempting to drive a wedge between the
US and Europe to promote such a decoupling, as
partly evidenced by the choice of destinations when
President Xi visited the continent in 2024: France, Ser-
bia, and Hungary (Al Jazeera 2024). French President
Macron had previously spoken of the need for Europe
not to be a “vassal” of the US in relation to Taiwan
when he visited China (Rankin 2023), Hungary is a
persistent “disruptor” in the EU, and Serbia was the
site of the 1999 NATO bombing of the Chinese em-
bassy. Serbia also has a “four pillars” strategy, which
relies on China for infrastructure, the US for security
cooperation, Russia for energy, and the European
Union for inward investment, among other things
(Entina 2013). Harris, in contrast, will likely maintain
Biden’s emphasis on strengthening the NATO alliance,
but her lack of foreign policy experience and clear
policy statements make future policy actions less
obvious.
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POLICY CONCLUSIONS

Irrespective of who wins the US presidential election
in November 2024, the world appears to be heading
into a period of profound geopolitical competition
(Ciccantell et al. 2023), if not conflict or conflagration,
in addition to facing a variety of existential threats to
humanity from climate change to the global biodiver-
sity crisis. The (existential) imperative of cooperation
is strong, while the shorter-term incentives around
competition and conflict appear, for the moment, to
be stronger (Braw 2024), given the competitive logic
of the interstate system and global market economy
and interactions between them. In many ways, the
world is confronting a situation with critical paral-
lels to the 1920s and 1930s: internal and interstate
political and military conflicts, intense poverty, food
shortages, autocratic states using violence to control
citizens. This is compounded by the rapidly grow-
ing consequences of climate change disrupting agri-
cultural systems, rural and urban communities, and
daily life, which all combine to help create substan-
tial flows of migrants, political instability, civil wars,
and larger conflicts that force states and peoples to
consider alternatives to the current political and eco-
nomic order; particularly nationalist, populist, and
fascist authoritarianism.

In such a context or configuration, it is impor-
tant that the emerging international order be shaped
more through cooperation, likely initially among
like-minded states, and reformed so that it is more
inclusive, representative, equal, and consequently
legitimate. This implies a twin-track approach of bol-
stering existing international institutions while re-
forming them to make them more participatory and
consequently less objectionable to many across the
Global South in particular. To help accomplish this,
there should be an end to Western double standards
in relation to human rights violations, in Ukraine vs.
Gaza for example, if these countries wish to (re)build
their international legitimacy.

As its economy has slowed and unemployment
has risen in China as the critical generative sectors
(Bunker and Ciccantell 2005) of steel and property
development that have driven China’s ascent have
stagnated (Bloomberg News 2024a and 2024b), the
regime there has adopted a less confrontational ap-
proach to the US, although this is likely tactical rather
than strategic. The stoking of nationalist sentiment,
around Taiwan for example, remains a viable strategy
to diffuse, deflect, or contain dissent domestically.
China is still dependent on Western technology, in-
vestment, and markets, but an invasion of Taiwan
would lead to a hard decoupling from the US and
Europe, as has already largely happened to Russia.
The US already has the ability to prohibit outward
investment in strategic sectors to “countries of con-
cern” through the “reverse CFIUS” (Committee on
Foreign Investment in the United States). This has had

25 cesifo



the effect of routing new investment in semiconduc-
tors to Vietnam, for example, where they can still ac-
cess Chinese components. That country has recently
signed major infrastructure agreements with China
(Ha 2023), leading some to suggest it has “thrown its
lot in” with that country, although maritime territorial
disputes and conflicts continue.

There is a high likelihood that, regardless of
whether Trump or Harris wins, failed US foreign pol-
icies will continue. US Mideast policy failures since
it took over Great Britain’s role after the Suez Crisis
in 1956 have contributed to destabilizing Iran, Iraq,
Syria, Palestine, and much of North and sub-Saharan
Africa. That has encouraged huge migrant flows into
Europe that are unsettling politics in many countries,
even if labor is needed for their economies. The long
history of US intervention in Mexico and Central and
South America, most recently in the form of the “War
on Drugs,” contributed to the economic and political
inequalities and conflicts that are driving thousands
to undertake the incredibly dangerous journey there
(Dickerson 2024). The US’s long history of largely ig-
noring Africa has furthered China’s ascent and the
displacement of large numbers of African migrants
to Europe and, on a smaller scale, to the US via Latin
America.

The US tradition of neglecting China was re-
placed with a fascination with firms entering its large
domestic market, but its economic and strategic suc-
cesses have left the US with a bipartisan consensus
of the “threat” it presents and what is now for Biden/
Harris and the “China hawks” in Congress an explicit
guarantee to defend Taiwan, whose only geoeco-
nomic significance is computer chip production. Xi’s
potential plan to invade Taiwan in the medium term
is perhaps unlikely to be dissuaded by US efforts to
reinvigorate alliances with Japan, Australia, and the
Philippines. Trump’s anti-NATO and pro-Putin rhet-
oric has created a significant “fifth column” in the
US that will continue to undermine efforts to help
Ukraine and US allies in Europe, furthering instability
and conflict there. The US was never as successful as
the UK as an imperial power, able to play competing
groups off against one another, but in the context of
the decline of US hegemony, the consequences of
this long history of often bipartisan foreign policy
failures is likely to increase instability and conflict,
regardless of who wins the US presidential election.

A second Trump administration will try to dra-
matically weaken the US state apparatus and reduce
taxes on businesses and the wealthy, and politicize
the civil service and federal judiciary. The “original-
ist” so-called conservative judiciary movement is de-
termined to move the US back to the world of 1790 in
law and culture. Rejection of climate change efforts
will leave the US in the medium term with unliva-
ble coastal areas as sea levels rise, heat overwhelms
urban areas and the southern and western US, and
many agricultural industries disappear, all without
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any effective policy response. Trump’s most funda-
mental electoral mistake, perhaps, was allowing the
Heritage Foundation and dozens of his former govern-
ment officials and advisors to publicly formalize the
plans for his second administration as Project 2025:
https://www.heritage.org/conservatism/commentary/
project-2025.

In the seemingly unlikely outcome of a Demo-
cratic trifecta (presidency, House of Representatives,
and Senate), potential progressive priorities of con-
tinued infrastructural modernization to catch up with
China, creating a national health system, increasing
reliance on international institutions and law, and
creating a rational system of immigration could help
the world move more peacefully toward a multipolar
system as US hegemony continues to decline. West-
ern countries could facilitate economic development
and their soft power through incentivizing foreign
investment and local firm development in Africa, for
example, through public procurement (Carmody and
Owusu 2007) or “negative tariffs” on manufactured
imports from the continent (Sandefur and Subrama-
nian 2024). This could serve both security and devel-
opment objectives (Carmody 2024b). Such initiatives
would be more impactful if developed through like-
minded states.

The Biden administration is attempting to pre-
serve American global leadership by diffusing and
diversifying it through network extension and re-
configuration. A second Trump administration would
likely continue previous policies of “pulling up the
drawbridge,” with long-term negative effects for both
the US and potentially the rest of the world.

Global military expenditure is at an all-time high,
with the security dilemma to the fore, as countries
spend more in response to their neighbors spending
more (Carmody 2024b). If democracy can survive,
there is hope for greater international cooperation,
where the international order is reformed to make
it more representative, equal, and legitimate. If not,
we are in new, dangerous, and uncharted waters with
the Russian invasion of Ukraine perhaps being the
opening shots of WW Il (see Hung 2021). A Trump
victory would also further accelerate the ostensibly
slow-moving but visible “grey rhino” catastrophe of
climate disruption. Consequently, the stakes are high,
and the outcome(s) uncertain from the upcoming
US presidential election. Academics, policymakers,
and citizens urgently need to work toward creating
a more equitable global order that reflects the con-
cerns of younger generations about the increasingly
dire consequences of climate change and the inhu-
manity witnessed in real time on TikTok, Instagram,
and other social media platforms happening daily in
Gaza, Sudan, and elsewhere.
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The 2023 banking turmoil in the US and the failure
of Credit Suisse were a stark reminder of the fragility
of banking but also the importance of effective reg-
ulation and supervision. And while this turmoil did
not affect banks in the euro area or the European
Union, it would be wrong to be complacent. Even
though European banks have indeed been shown to
be resilient, and some of the credit for this goes to
the Single Supervisory Mechanism (SSM), which has
dramatically improved supervision over the past ten
years, there are always lessons to be learned from
bank fragility in other countries. This paper discusses
some of these lessons and different policy options
that have been raised to make banks safer beyond
the already implemented regulatory reforms, most
prominently Basel Ill.

BUSINESS MODELS MATTER

The banking fragility of 2023 hit
specific US banks, with business
models relying on sectorally
concentrated large and related
depositors. While bank regula-
tors and supervisors often focus
on asset concentration, it has be-
come clear that concentration in
the funding structure can also be
an important source of fragility.
In addition, Silicon Valley Bank
(SVB) and other failed banks had

ity at
Institute

experienced rapid growth due to high deposit inflows
from its client base during the pandemic (mostly tech
companies). But rapid growth tends to be a good
predictor of future fragility, and this also held for
SVB, which invested primarily in government bonds,
which in turn lost market value when interest rates
increased dramatically starting in late 2021. While not
reflected on its balance sheet (under the assumption
of held-to-maturity), rapid deposit withdrawals forced
SVB to sell these bonds at a loss, which ultimately
triggered insolvency. Similarly, Credit Suisse had been
suffering from risk management and governance prob-
lems for many years. The trigger in this case for rapid
loss of access to funding markets was the forfeiture
of confidence by a large equity investor.

This brings me to the broader point of banks’
business models. The SSM has put an emphasis on
banks’ business models to gauge the sustainability
of the banks it supervises beyond compliance with
specific regulatory norms. This is a healthy approach,
as lack of viability is a clear warning signal that goes
beyond the compliance with (mostly static) regula-
tory norms.

The other important lesson to be learned is that
of the application of Basel Ill. SVB was in the group
of banks not subject to Basel Ill regulation after the
threshold was increased in 2018, and therefore did not
have to comply with Basel Ill liquidity ratios. Further,
it was not subject to the more rigorous stress test-
ing and supervision applied to large banks in the US.
Nonetheless, supervisors had pointed out weaknesses
in SVB’s governance structure, including the absence
of a chief risk officer, but the follow-up was insuffi-
cient as the bank’s situation deteriorated.

BANK RUNS HAVE BECOME FASTER

One important lesson is that bank runs have become
faster. The SVB failure highlights that sectoral concen-
tration in funding and social networks can increase
the speed of runs; in this specific case, the heavy
concentration of depositors in the tech sector and
the interconnectedness between them, relying on the
same venture capital funder. In addition, fast retail
payment systems (instant payments) and payment
applications allow depositors to move funds away
from a deposit account in a question of seconds and
without limitations. More generally, the move from a
branch-based towards an internet-only banking model
has made deposits less sticky and more prone to with-
drawal in times of crisis (Erel et al. 2023; Benmelech
et al. 2023). Social media can also play a significant
role, as shown by Cookson et al. (2023), who find that
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negative sentiment tweets about specific banks are
associated with greater outflows of uninsured depos-
its in those banks in the first quarter of 2023.

INHERENT FRAGILITY

The 2023 fragility was also a reminder of the inher-
ent fragility of banking. It is important to note that
this fragility is a feature, not a bug, of banking, as li-
quidity and maturity transformation are at the core of
banking. So, the challenge is not to eliminate the risk
(which would amount to “throwing the baby out with
the bathwater”), but rather to manage the correspond-
ing risks. Drechsler et al. (2021) provide evidence that
the deposit franchise provides a natural interest rate
hedge: banks finance a part of their activities with
deposits that pay interest rates that are lower and
react significantly less than one-to-one with reference
market rates, which constitutes a hedge against the
impact of interest rate fluctuations on the rest of their
balance sheet. However, this hedge is likely to break
down in the worst possible moment, as the bank fail-
ures witnessed in the US in early 2023 clearly illustrate.

The optimal prudential treatment of interest
rate risk might therefore interact with banks’ fund-
ing structure. Suarez (2023) shows that the minimum
equity buffers required for banks to remain solvent
when interest rates unexpectedly spike decrease with
the importance and stability of the deposit franchise.
Thus, the more stable the deposit base of a bank and
the less likely depositors are to withdraw, the lower
the minimum capital required to ensure a bank’s sol-
vency even in an adverse interest rate scenario.

There is thus no simple, one-size-fits-all solution
to the prudential regulation of interest rate risk in the
banking book, with the preferred prudential measure
as well as its detailed calibration depending on the
value of the bank’s deposit franchise, the stickiness
of its deposits, the cost of increasing loss absorbing
capacity, and the term premium earned on long-term
assets. The treatment of interest rate risk under Pillar
2 is thus preferable to a one-size-fits-all approach
under Pillar 1.

RESOLUTION AND RECOVERY

The banking fragility of 2023 has also reminded us that
the way bank failures are managed rarely corresponds
to what was planned and announced ex ante. While
SVB was initially sent into liquidation and uninsured
depositors were not reimbursed, a systemic risk excep-
tion was later applied to compensate uninsured depos-
itors. And while there was a resolution plan in place for
Credit Suisse, it was not followed; rather, Credit Suisse
was forced into a shotgun merger with UBS, and with
the support of the Swiss government, creating an even
larger too-big-to-fail financial institution.

Given the absence of bank failures in the EU dur-
ing the 2023 turmoil, the resolution framework (most
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prominently within the euro area) was not put to the
test. But it is safe to say that if an institution the size
of SVB, not to mention Credit Suisse, had turned
out to be fragile and required intervention, it would
most likely have failed the test. The options and con-
ditions for resolving banks within the euro area are
currently very restrictive, and the effective baseline
assumption is that of precautionary recapitalization
by national governments, as in several previous cases.
While a recent reform package (CMDI) has proposed
strengthening options for resolution in the EU, it is
not clear whether the ultimate legislation will fulfill
these ambitions.

In the absence of a strong and effective resolu-
tion framework, more emphasis on recovery options is
needed, i.e., supervisory interventions before a bank
is about to fail. This includes enhancing the capacity
to recapitalize banks on an ongoing basis, i.e., before
resolution or liquidation becomes necessary. Con-
tingent Convertible (CoCo) bonds enable capital to
be raised in times of stress when other options are
impossible, either owing to unfavorable market condi-
tions or because they are unattractive to shareholders
(Pazarbasioglu et al. 2011).

In the EU, banks issue CoCo bonds as AT1 instru-
ments, which, depending on their design, may absorb
losses or be fully or partially converted into equity.
However, conversion relies mostly on a book equity
trigger, usually set by CoCo issuers at a very low level
(most often at 7 percent of CET1 to risk-weighted as-
sets, considering that the minimum regulatory level
is 5.125 percent), which in practice means that con-
version would be triggered when the bank is already
insolvent.

Activating the conversion of CoCo bonds by a reg-
ulatory trigger upon a proper stress test assessment,
by a higher trigger based on risk-weighted assets,
or by a trigger determined by market prices, could
increase the usefulness of CoCo bonds during epi-
sodes of banking stress (Calomiris and Herring 2013)
and might work best in combination with measures to
contain run incentives, such as contingent charges on
uninsured outflows or enhanced liquidity backstops
(Perotti and Martino 2024).

MORE RADICAL REFORM PROPOSALS

There are other more radical options, some of which
have been discussed previously, meant to address the
underlying fragility of banking (Beck et al. 2024). Most
of these proposals seem not only impractical, at least
in the short run, but would involve major changes to
the current concept of banking.

Narrow banking proposals are usually brought to
the fore after banking crises and vary from subjecting
banks to a 100 percent reserve requirement to milder
forms equivalent to imposing stricter versions of ex-
isting liquidity requirements. A related proposal is to
require banks to have their uninsured deposit funding
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fully backed (after applying appropriate haircuts) by
collateral prepositioned at a central bank discount fa-
cility, a proposal first formulated as the “Pawnbroker
for All Seasons” by King (2016). However, this would
imply that the collateral framework of central banks
plays a central role in determining the provision of
bank credit to the economy and might lead to con-
flicts with the price and financial stability objectives
of central banks.

Another proposal aims at imposing temporary
redemption charges upon uninsured deposit outflows,
thus targeting incentives to withdraw at par and di-
rectly reducing run incentives (Perotti and Martino
2024). Critically, such charges may also shift expec-
tations about further withdrawals by others, avoiding
an escalation driven by fear of dilution rather than
solvency concerns. Measures that discourage or slow
down bank runs would buy time and reduce supervi-
sory concerns about triggering unstoppable runs by
activating timely recovery measures.

However, departing from the par value conver-
sion of uninsured deposits would imply a fundamental
change in the nature of bank deposits as a money-like
instrument. In addition, very high charges may be
needed to affect run incentives, and tightening con-
vertibility conditions for uninsured deposits may sim-
ply not stop the outflows if the depositor is asked to
choose between paying a fee and losing access to his
entire deposit in the event of the failure of the bank.

A final proposal is to extend deposit insurance
to all deposits, regardless of their size (Heider et al.
2023), in order to avoid bank runs.! However, extend-
ing deposit insurance to all deposits will further in-
crease the volume of large deposit accounts on bank
balance sheets (attracting funds now outside the
banking system), thus removing any incentives for
their holders to consider the stability and risk profile
of their chosen banks. However, competition for such
funding by riskier banks is also likely to destabilize
more prudent banks and encourage them to increase
their risk-taking. Finally, a significant extension of de-
posit coverage is likely to increase the opposition to
creating a common deposit insurance scheme in the
euro area, as it would raise the concerns about the
socialization of losses due to excessive risk-taking.

LOOKING FORWARD, BEYOND THE CRISIS

While European banks have shown resilience in 2023,
their price-to-book ratios are still below one, point-
ing to investor pessimism about the long-term prof-
itability of European banks. The difference between
European and US banks can be explained by different
factors, including the more favorable macroeconomic
growth prospects for the US.

1 The argument by Heider et al. (2023) focuses on the disciplinary
effect that TLAC/MREL have on banks’ risk-taking incentives. If mar-
ket discipline via TLAC/MREL works, an increase in large deposits

and more risk-taking would come with costs, like higher interest
rates on MREL bonds.

EconPol Forum 5/2024 September Volume 25

One important element is the lack of a European
single market in banking. The completion of the bank-
ing union with an effective resolution framework and
a European deposit insurance system is a necessary
but not sufficient condition for the creation of such
a single market. We will only have arrived at a single
market in banking when we no longer refer to French,
German, or Italian banks (or champions), but to Euro-
pean banks. The main barrier to both the completing
of the banking union and a truly European banking
market is national politics. Unless national govern-
ments are willing to take a backseat when it comes
to their banking systems, limited progress seems
feasible.

Stronger capital markets are also an important
ingredient of a more effective European banking sys-
tem. A thriving single capital market can help banks
by allowing them to raise funds more easily, securitize
assets, and sell off non-performing assets, as well
as enable an easier resolution and exit process for
failing banks. Ultimately, a strong European banking
system, where large banks are no longer tied to spe-
cific sovereigns, and a single capital market can not
only provide the necessary efficiency and scale for
financial service provision in Europe, but also reduce
dependency on large US investment banks.

POLICY CONCLUSIONS

The 2023 banking turmoil had limited effects on banks
in the euro area and the EU. Nevertheless, there are
important lessons to be learned. Effective regula-
tion and supervision is a moving target, adjusting to
changing circumstances and banks’ business models.
There are several incremental policy changes that can
provide supervisors with the necessary data and tools
to strengthen the resilience of the European banking
system, even without major reforms.

A forthcoming report by the ESRB’s Advisory
Scientific Committee discusses some of the policy
options that have been put forward in the aftermath
of the 2023 turmoil (Beck et al. 2024). These include:

- amending the supervisory reporting framework
to provide clearer information on the structure of
banks’ deposit funding (mostly by implementing
regular weekly reporting for the largest banks
and further granularity in the concentration of
funding by business sector) and complementing
accounting-based information with market-based
information in the (confidential) supervisory as-
sessment of banks.

- revising the assumptions on the run-off rates of
uninsured deposits that underpin the computa-
tion of the liquidity coverage ratio (LCR); while
the LCR is not designed to cover all tail events,
including bank runs, the higher speed with which
liquidity stress has unfolded recently calls for a
review of these outflow assumptions.
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- including criteria for risk-based pricing of deposit
insurance premiums, related to depositor con-
centration or the share of uninsured deposits;
deposit insurance premiums do not only have the
function of accumulating reserves for depositor
payouts in the case of failure or resolution, but
also impact risk-taking incentives by aligning pre-
miums with bank-specific risk.

These policy options could be implemented without
major structural changes to the current regulatory
and supervisory framework and within the margins
of discretion of Basel Ill.

The question of a profitable banking system
that can support economic and societal transition
processes, however, can only be addressed through
the creation of a single market for banking and the
establishment of a capital market union, steps for
which there seems to be limited political support at
the moment.
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“Return to the office!” - This call from major com-
panies like Amazon, Google, and Zoom has sparked
widespread attention. In Germany, corporations such
as SAP and VW are also placing renewed emphasis on
in-person collaboration among employees. Since the
pandemic, working from home (WFH) seems to have
become deeply ingrained in the modern work culture.
Indeed, survey data from the ifo Institute reveals that
over the past two years, a quarter of all employees
have regularly worked remotely. This tension between
the stabilization and the rollback of WFH practices
calls for careful examination and context.

As work models evolve, many desks in corporate
offices remain empty, at least on certain weekdays.
The trend toward WFH is driving plans to downsize

* We would like to thank Carla Boldt and Luca Schmid for their excel-
lent research assistance, Sebastian Wichert for supporting this pro-
ject at the LMU-ifo Economics & Business Data Center, as well as Fe-
lix Leiss, Klaus Wohlrabe, and the ifo Institute’s survey team for
collecting data on working from home.
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office space, leading to price corrections, more sub-
letting, and rising vacancy rates. Recently, The Econ-
omist (2024) even cautioned about the potential risk
of a new financial crisis stemming from the impact
of remote work on US commercial real estate. There
are thus many indications that WFH could present a
long-term headwind for the office market.

The surge of hybrid work models raises key ques-
tions about the future of corporate offices. Where is
the working world headed regarding WFH, what size
office spaces will be required in the future, and how
does the purpose of the office change? The answers
to these questions are of particular importance for the
current discussions about WFH and the challenges on
the real estate market.

In this study, we examine WFH trends and their
impact on the office real estate market across Ger-
many’s top seven cities: Berlin, Hamburg, Munich,
Cologne, Frankfurt am Main, Stuttgart, and Dlssel-
dorf. For the first time, we integrate data from the
ifo Institute’s WFH surveys with the office market da-
tabase of the real estate consultancy Colliers. This
unique combination enables us not only to track the
aggregate development of WFH and the office market,
but also to capture the effects of WFH on office real
estate at the industry level.

In the first part of our study, we assess the cur-
rent state of the German office real estate market,
which is facing an unprecedented stress test in a chal-
lenging economic environment. Rental market activity
has plummeted to levels seen during the Covid crisis,
coupled with rising vacancy rates, and there is little
indication of a swift recovery on the horizon.

The second part of the study focuses on the im-
pact of WFH. Amid the push and pull between estab-
lishing WFH and returning to the office, the trend is
moving toward better coordination between in-person
work and remote work. In most office-based indus-

tries, this shift leads to structured hybrid work-

ing models with designated in-office days but
not a return to the pre-Covid norm of five-
day in-office workweeks. Regular remote
work has thus become a fundamental as-
pect of the new work environment.

As WFH becomes more prevalent, office
occupancy rates are dropping, leading many
companies to plan for reduced office space.
Our conceptual forecasting model estimates
an approximately 12 percent long-term de-
mand reduction by 2030, equivalent to 11.5
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million m? of office space across the top seven cities,
assuming office employment remains steady.

The WFH impact is already evident in the short
term through increased subletting, which has now
quadrupled to over 8 percent. The full effect will only
be seen in the long term through a structural decline
in demand for space. Importantly, industries with
higher levels of WFH adoption show decreased office
space needs but increasing rents. This rise in rents
is driven by a preference for newer, centrally located
offices, coupled with inflation and construction costs.

Hybrid work is transforming offices into hubs
for collaboration and creativity. Based on structured
expert interviews, we find that the “new work” ca-
pability of office buildings is increasingly becoming
a critical factor in firms’ leasing decisions. Our anal-
yses do not indicate significant changes in location
preferences, with central locations remaining in high
demand.

SAMPLE, DATA AND METHODOLOGY

Our study analyzes the office real estate market in
major German cities. In addition to the general mar-
ket development, we pay particular attention to the
effects of the rapidly changing economic and work-
ing world on the office market. The sample includes
the seven largest office centers - Berlin, Hamburg,
Munich, Cologne, Frankfurt am Main, Stuttgart, and
Disseldorf - between 2013 and 2023. In some cities,
we also look at the wider metropolitan region with
the immediate vicinity of the cities. In Munich, this
includes the districts of Munich, Dachau, Ebersberg,
Erding, Freising, Flrstenfeldbruck, and Starnberg. In
Frankfurt am Main, we also include Eschborn and Of-
fenbach; in the Stuttgart metropolitan region, the dis-
trict of Esslingen in addition to Leinfelden-Echterdin-
gen; and around Dusseldorf, the district of Mettmann
and the Rhine district of Neuss.! For the empirical
studies, we combine an extensive database on WFH
and office properties in these cities.

The first data set used is the office market da-
tabase of the real estate consultancy Colliers, which
records more than 35,000 leases of office space for
the period under review. This transaction data pro-
vides a very comprehensive picture of market activity
in the top seven cities, as the data includes not only
the office leases supported by Colliers itself, but also
all lease agreements known on the market.? The en-
tries in the database provide detailed information
about each rental deal, including size, rent, quality,
location, and industry. Compared to the listing data
used in other analyses, the two major advantages of

! The market areas covered deviate from the typical definition in
Colliers market reports, because in some cities, they also include the
wider metropolitan area with the surrounding counties.

2 In the years 2013 to 2017, there were individual gaps in the mar-
ket coverage of Hamburg and Cologne, while in the later years the
market activity there was monitored just as comprehensively as in
the other cities.
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Figurel
Development of Office Leasing Volume and ifo Business Climate Index
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Figure 2

Development of Office Vacancy and Vacancy Rates in Germany’s Top 7 Cities
(Annual Average)
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transactional data are that it captures actual lease
data and provides information about the industry of
tenant companies. For the empirical investigations,
the raw data from Colliers is processed so that only
observations with existing entries for rent and space
are included in the analysis sample. In addition to
transaction data, Colliers’ office market database in-
cludes location-based data on office space inventory
and vacancy.

Second, our study is based on extensive and rep-
resentative survey data from the ifo Institute on the
use of WFH in companies. As part of the survey waves,
various special questions were asked in April, August,
and October 2023 on the topic of WFH and office use.

Third, in addition to the quantitative analysis, a
qualitative survey was conducted at the real estate
consultancy firm Colliers. The aim of this qualitative
survey was to understand the changing user require-
ments for office space based on selected reference
objects. The results were collected in November 2023
through 44 in-house expert interviews in all seven
cities. The consultants from the office leasing sector
were interviewed in a structured manner about leases
they had supported, if they took place between 2018
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Figure 3
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and 2023, had a minimum size of 2,000 square meters
of office space, and were in a modern office building.

DEVELOPMENT OF THE OFFICE REAL ESTATE
MARKET

In the first section, this study offers a comprehensive
overview of the current state of the German office
real estate market, focusing on two key indicators:
demand for space and vacancy rates.

The office property market in Germany’s major cit-
ies has enjoyed years of steady growth. The gray line in
Figure 1 shows the development of office leasing in the
top seven cities from 2017 to 2023. In each of the years
from 2017 to 2019, a quarterly take-up of more than 0.8
million m? was achieved.? This pre-pandemic period
was characterized by robust economic development,
low inflation rates, and low interest rates. The outbreak
of the Covid pandemic in 2020 led to an abrupt slump
in demand for space. After the pandemic-related de-
cline, take-up of office space recovered in 2021 and
2022, but without returning to pre-crisis levels. Data
from the year 2023 indicates a substantial market cool-
ing. Leasing volumes in the top seven cities have fallen
back to levels seen during the height of the Covid crisis

3 The negative deviation of the take-up volume in our analysis com-
pared to the Colliers market reports is a result of extensive data
cleansing and our different market area layout.

Susanne Kiese

is Director of Market Intelligence
& Foresight at Colliers Germany.

in 2020. The reasons for this downturn are multifaceted,
involving macroeconomic factors like the recession and
rising interest rates, alongside regional issues such as
structural shifts within cities. A key structural factor is
the rapidly evolving work environment, which will be
explored in detail in the second part of this analysis.

In the past, the development of the office prop-
erty market was strongly correlated with the ifo Busi-
ness Climate Index, as depicted by the red line in Fig-
ure 1. While historical trends are not always predictive
of the future, the current index values provide a useful
outlook. According to the ifo Business Climate Index,
which is aggregated quarterly and adjusted with a
one-year lag, a swift recovery in the office market
seems unlikely.

The decreasing demand for office space is accom-
panied by rising vacancies in the top seven cities from
2018 to 2023. The analysis in Figure 2 reveals that va-
cancies increased from an annual average of around
2.7 million m? in 2019 to over 5.8 million m? in the last
quarter of 2023. During this period, the vacancy rate
doubled from an annual average of less than 3 percent
in 2019 to around 6.1 percent in the last quarter of
2023. The largest increases in vacancy rates were ob-
served in Berlin and Munich, although starting from
a low level. Older office buildings are particularly af-
fected by vacancies, indicating a market segmenta-
tion. While demand for high-quality, modern office
spaces has driven prime rents higher, conventional of-
fice properties are experiencing higher vacancy rates
as demand for them declines. This suggests that the
broader market faces significant challenges, while the
premium office market remains strong.

IMPACT OF HYBRID WORKING ON THE OFFICE
MARKET

In the second part of our analysis, we explore the
impact of the evolving work landscape on the office
real estate market. The rise of WFH, a key aspect of
the “new work” trend, has sparked debates about
the future of office spaces. Enabled by digitalization
and accelerated by the pandemic, this shift allows
for more flexible work locations, alters office require-
ments, and likely reduces the demand for space. Our
analysis breaks down these developments and their
implications for the office market.

Alexander Rutsch

is Associate Director of Market
Intelligence & Foresight at
Colliers Germany.
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Work from Home or Return to the Office - Where
Are We Headed?

Remote work in Germany has increased significantly
and permanently since the pandemic. Figure 3 shows
the development of the WFH rate in Germany from
2012 to the present, i.e., the proportion of employees
who work at least partially from home.* The pandemic
forced many organizations to experiment with WFH
at short notice. While the WFH rate was only about
5 percent before Covid, up to 34 percent of employees
worked from home during the pandemic lockdowns.
Since April 2022, the WFH rate has remained constant
at around 25 percent - a remarkable stabilization over
a two-year period. WFH encompasses two different
working models. The most common model, with
17 percent of employees, is hybrid working, which
blends face-to-face and remote work. Only about
7 percent work exclusively from home (Federal Statis-
tical Office 2023). Although most employees are still
working entirely on-site, these figures show how es-
tablished the new working models with the option to
WFH have become. The ifo Business Survey (Aug. 2023)
provides additional insights: Currently, 69 percent
of companies offer WFH and have established agree-
ments. Among large companies, which account for
most occupied office space, the figure is as high as
87 percent. The WFH rules include company agree-
ments (34 percent), divisional or team-level ar-
rangements (15 percent), and individual agreements
(29 percent). The remaining 31 percent of companies
have no regulation or no WFH.

Whether or not one can work remotely varies
based on job requirements, organizational needs, and
personal preferences. WFH is most prevalent in com-
puter-based office roles, and its likelihood increases
with higher education, income, and urbanization
(Alipour et al. 2023). This means that highly skilled of-
fice workers in service industries, such as IT, manage-
ment consulting, finance, and public administration,
are the primary drivers of WFH and its impact on the
office market. Peak WFH rates in these industries reach
up to 70 percent. Conversely, WFH is less common in
manufacturing, hospitality, logistics, and construction
(ifo Institute 2023; Federal Statistical Office 2023).

Employees favor WFH for its flexibility and re-
duced commuting, valuing it as much as an 8 percent
pay raise, which boosts satisfaction and lowers turno-
ver (Bloom et al. 2015 and 2024; Mas and Pallais 2017;
Nagler et al. 2024). However, many employers worry
that long-term WFH could hinder productivity and inno-
vation. A survey of German CEOs found that 68 percent

4 To determine the development of the home office rate in Germa-
ny, we combine data from Eurostat (2012-2019) as well as monthly
surveys from infas360 (2020-2021), and the ifo Institute (2021-2023).
A uniform time series from an administrative source with informa-
tion on the development during the year up to the current margin is
not available. The Federal Statistical Office (2023) calculates a higher
home office rate of around 10 percent for the years before the pan-
demic, while the figures for 2021 and 2022 are congruent with the
results of the ifo Business Survey at around 24 percent.
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prefer a full return to the office, while only 5 percent
of employees wish to return daily, and 35 percent want
permanent WFH (KPMG 2023; PwC 2022).

Currently, there’s a tension between WFH becom-
ing established and the push to limit it. The ifo Busi-
ness Survey (Aug. 2023) reveals that 84 percent of
companies plan to maintain their WFH policies, while
only 8 percent seek to limit them. The media cover-
age of companies recalling employees to the office
doesn’t signal a full return to pre-pandemic norms.
For instance, Zoom now requires two days in-office
for nearby employees, SAP three days, and Volkswa-
gen four. These examples show that firms are refining
hybrid work models, not eliminating WFH. The future
of WFH is more about “how” than “if.”

The trend is towards structured hybrid work,
which blends set in-office days with WFH flexibility
on the remaining days. Research supports this model
as it balances company and employee needs (Bloom
et al. 2022; Choudhury et al. 2024; Krause 2023). Cre-
ative collaboration and meetings occur during joint
office days, while WFH days are reserved for focused
work. In the structured hybrid work model, employees
still enjoy flexibility and reduced commutes, while
companies benefit from stable productivity and im-
proved retention. The ifo Business Survey (Dec. 2023)
shows Friday as the most popular WFH day (55 per-

Figure 4

Model of the Long-term WFH Effect on Demand for Office Space
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Forecast Scenarios of the Long-term WFH Effect on Demand for Office Space
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cent), followed by Monday (35 percent), with in-office
attendance peaking mid-week, which is consistent
with the adoption of structured hybrid work in many
organizations.

Reduced Office Occupancy and Plans to Downsize

The increasing flexibility in the world of work is directly
impacting the office market. In Germany, around a third
of the 45 million employees work in offices, with this
figure rising to over 40 percent in the top seven cities
(Hammermann and Voigtlander 2020). The adoption
of hybrid working models has significantly lowered of-
fice occupancy. According to the ifo Business Survey
in April 2023, there are now three times more empty
desks on-site due to WFH than before the pandemic.
In sectors like IT, advertising, management consulting,
and pharmaceuticals, this affects up to 40 percent of
jobs. This indicates that German offices are now per-
manently less occupied post-pandemic.

Additionally, reduced occupancy is leading com-
panies, particularly larger ones with hybrid models,
to downsize their office spaces to cut costs. The ifo
Business Survey (Aug. 2023) reveals that one in eleven
companies, and one in four large companies, plan to
reduce their office space. In some industries, such as
automotive (38 percent), broadcasting (40 percent), IT
(21 percent), and advertising (35 percent), these figures
are even higher. Since these numbers don’t fully ac-
count for ongoing and future adjustments, the overall
impact on office space demand will likely be greater.

When examining the link between unoccupied
desks and plans to downsize offices due to WFH, we
find that industries with more underutilized on-site
workspaces have a higher proportion of companies
planning to reduce their office space. The order of
magnitude seems plausible: with 20 percent of unoc-
cupied on-site workplaces, about 15 percent of com-
panies plan to downsize.

How Much Less Office Space Is Required Because
of Hybrid Working?

Analyzing the impact of WFH on the office market re-
quires a look at both short- and long-term factors.
Initially, there was uncertainty about the future of
office work after the pandemic, complicated by the
long-term nature of office leases, which typically last
about seven years. With around 15 percent of con-
tracts renewed annually, the effect of work models
will only materialize over time. Affected companies
are expected to adjust their office space needs during
lease renegotiations, with some opting for immediate
changes through subleasing unused space.

To estimate the long-term effect of WFH, we pres-
ent a conceptual forecasting model, acknowledging
the inherent uncertainties. Our model assumes that
most companies and public organizations will adopt
structured hybrid work models while maintaining their
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current number of office employees. The reduction in
office space will depend on the degree to which com-
panies adopt hybrid models and the corresponding
decrease in space requirements. The overall impact
is calculated by multiplying the proportion of compa-
nies offering WFH by the percentage of office space
they no longer need, accounting for both savings and
potential repurposing of current office space.
Figures 4 and 5 illustrate our scenarios, provid-
ing a simplified yet valuable insight into how hybrid
work could reshape office space demand over time.
The forecast estimates that approximately 60 percent
of total office space will be impacted by hybrid work
models, with an average reduction of 20 percent in
space usage. The 60 percent impact reflects the share
of corporate office occupiers adopting hybrid work
multiplied with the extent of their office spaces that
are affected by this shift. We anticipate that 80 percent
of occupied office space is affected, which are primar-
ily large companies with a high prevalence of WFH.
In their offices, about 75 percent of the space will be
affected by hybrid work, considering that areas like
receptions or restrooms won’t change. The 20 percent
average space reduction constitutes the net effect of
savings and conversion. Savings of 20-30 percent can
be achieved by introducing desk sharing, although the
downsizing is limited by the peak office occupancy on
coordinated attendance days. Simultaneously, up to
10 percent of office space might be repurposed into
new common areas or meeting rooms, slightly off-
setting the overall reduction. Beyond this most likely
scenario, we also model a minimal reduction of 4 per-
cent, assuming a 40 percent impact on office space
and a 10 percent reduction. Conversely, a significant
downsizing of 24 percent is possible if 80 percent of
office space is affected and reduced by 30 percent.
Our model projects a long-term reduction in
office space due to WFH ranging from 4 percent to
24 percent, with a likely average of around 12 per-
cent. This translates to a reduction of approximately
11.5 million m? out of the 96 million m? of office
space in the top seven cities. Compared to Pink and
Wecke’s (2023) estimate of a 2 percent to 15 percent
reduction, our forecast is slightly on the higher end.
The reduction will manifest both in the short term
through increased subletting and in the long term
through sustained lower demand. With only 15 percent
of leases renewed annually, this implies an average an-
nual decline of about 1.8 percent over seven years. This
gradual decrease signals a “rolling” crisis for the rental
market, while the investment market will likely adjust
more swiftly to the anticipated lower demand. Over-
all, the office market is facing a significant stress test.

WFH Effect on Subletting, Demand for Space and
Rents

The empirical analysis of office leasing data reveals
that the share of subleases in the total rental volume,

25 cesifo



measured as a moving average over the last four quar-
ters, has increased significantly. This share has almost
quadrupled, from less than 2 percent before the pan-
demic to 8 percent today. It should be noted, however,
that there was already a slight increase before Covid.
This suggests that sublease space has different eco-
nomic backgrounds, including but not solely the trend
towards hybrid working. In addition, the latest increase
has occurred at a time when the leasing volume de-
clined. Still, the surge in subleasing since the pandemic
can largely be attributed to the impact of WFH.

In our analysis, we combined ifo survey data on
WFH with Colliers office rental data, allowing us to
explore statistical relationships at the industry level
between increased WFH, office space demand, and
rents for the first time. While these correlations don’t
establish causality, they offer valuable insights. We ex-
amined changes across industries from 2019 to 2023,
revealing key trends.

Figure 6 shows a significant negative correlation
between the rise in WFH rates and the average demand
for office space: industries with higher WFH adoption
saw a greater decline in office space demand. This pat-
tern remains consistent even when considering the in-
crease in unoccupied local jobs or the total demand for
office space instead of the average area.

Figure 7 depicts a positive correlation between
WFH growth and rising average rents per square me-
ter across industries. This suggests a potential “flight
to quality,” where companies are opting for smaller
but higher-quality and more expensive office spaces.
Alternatively, it may reflect companies reducing their
overall space but willing to pay more per square me-
ter, thereby still saving on total rental costs.

Changing Requirements for Offices

The transformation of work is reshaping the role of
the office, shifting it from a purely functional work-
space to a hub for personal interaction. This “new
work” trend is evident in the move away from tradi-
tional individual offices toward more flexible group
and open-plan spaces, with enhanced communication
zones, dedicated meeting rooms, and breakout areas.
While desk sharing reduces the number of desks, it is
often accompanied by extending the areas designed
for informal exchanges.

A qualitative analysis of rental criteria in Figure
8 highlights the growing significance of “new work”
capabilities in office buildings, especially in the con-
text of hybrid work models. The data show that the
importance of office space supporting these new
communication and work structures has surged from
6 percent to 33 percent, making it a critical factor in
firms’ decision-making about office spaces.

Flexible usage concepts and office layouts with
expanded communication zones have gained impor-
tance since the Covid pandemic. However, more flexi-
bility doesn’t always lead to space savings: 16 percent
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of surveyed properties maintain a 100 percent occu-
pancy rate despite offering WFH options. The pref-
erence for open-plan offices and shared workspaces
now surpasses that for group or smaller offices, em-
phasizing the need for collaboration zones in hybrid
work environments. At the same time, the importance
of quiet zones has doubled, reflecting a growing de-
mand for diverse spaces in modern offices.

Figure 6
Development of Demand for Office Space and WFH in Sectors
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Figure 7
Development of Office Rents and WFH in Sectors
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Figure 8
Change in the Leasing Criteria of Office Buildings
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How Are Location Preferences Changing?

Another possible impact of the new working models
on the office market is changing location preferences.
On the one hand, one could assume that the decline in
office use is particularly burdensome in city centers,
which have a high density of offices and suffer from
lower retail sales due to working from home (Alipour
et al. 2022). On the other hand, the importance of
central locations for the reduced office days may have
increased.

The analysis reveals that office rents since the
pandemic have increased across city centers, con-
venient locations, and surrounding areas. Unlike
residential real estate, there is no “donut” effect; in-
stead, central locations remain in high demand de-
spite higher rents. This suggests that centrally located
offices might constitute an incentive for employees to
work on-site. Anecdotal evidence from expert inter-
views further support this, showing a growing pref-
erence for central, well-located offices that cater to
employee needs.

POLICY CONCLUSIONS

What implications does our study have for the future
of WFH and the office real estate market?

First, the evolving dynamic between the stabi-
lization and rollback of WFH shows a trend towards
structured hybrid work models. These models feature
coordinated in-office days blended with flexible days
at home, contrasting with the pre-Covid standard of
five days per week in the office. This work arrange-
ment facilitates a balance between face-to-face col-
laboration and location-independent working.

Second, the function of the office transitions to a
hub for interaction, maintaining its role as a central
space for collaboration, creativity, and corporate cul-
ture. The increasing importance of “new work” capa-
bilities in office buildings highlights growing demands
on the office environment, significantly influencing
leasing decisions.

Third, WFH has profoundly impacted the office
market, presenting long-term challenges for both the
rental and investment market. We anticipate a rise in
vacancy rates and subletting as immediate responses,
with re-leasing challenges and refinancing pressures
manifesting over several years due to the lengthy
terms of many leases. This “rolling” crisis suggests
a need for office property owners and project de-
velopers to adapt to evolving market demands. The
recent insolvencies of 48 office project developments
in the top seven cities with a total area of almost
one million m2 and an investment volume of over
EUR 6 billion illustrate the scope of this stress test
(Colliers 2024a).

Fourth, the decline in demand exacerbated by
WFH is likely to widen the segmentation in the office
market. Modern offices that accommodate new work
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styles are in demand, while older buildings face nu-
merous challenges, including the adaptability to new
work models and increasing ESG standards. About
two-thirds of all office properties risk becoming ob-
solete or “stranded assets” without necessary mod-
ernizations (Colliers 2023). In comparison, the WFH
effect seems small, but it exacerbates this problem.

Fifth, the financial stability of investors and banks
with significant stakes in commercial real estate is at
risk due to increased refinancing costs and demand
declines from WFH. This risk is compounded in the US,
where the commercial real estate market is acutely
affected by WFH, raising concerns of a potential finan-
cial crisis (The Economist 2024). Although the losses
may lead to individual forced sales and insolvencies,
office properties account for only a small single-digit
share of total real estate assets in Germany and the
loan-to-value ratios in Germany are typically lower
than in the US. Nevertheless, there is a high debt refi-
nancing gap in the coming years, especially for office
properties, which can be estimated at up to EUR 18
billion (Colliers 2024b).

Sixth, converting obsolete office space into resi-
dential units is a popular proposal to alleviate housing
shortages. However, practical challenges make this
solution complex and costly, with conversions often
resulting in luxury rather than affordable housing. A
study from the United States shows that only about
10 percent of office buildings could be converted con-
sidering technical, economic, and regulatory factors
(Gupta et al. 2023). If a conversion takes place, the new
residential spaces tend to be luxury apartments rather
than affordable housing due to high construction costs.

Finally, despite the shift towards WFH, central
urban locations continue to attract office tenants.
The inherent advantages of city centers, such as ag-
glomeration effects that are crucial for innovation and
productivity, ensure their continued desirability and
provide compelling reasons for employees to work
in the office.
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