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US President Donald Trump has been in office for six weeks. Nearly every day has been full of
surprises. New puzzle pieces emerge daily, forming a picture of how the new Trump
administration operates. At the latest, after the Zelensky scandal last Friday, the approach can
be summed up in two words: confrontational and disruptive. The confrontational-disruptive
approach is well known from Trump's first term and is therefore not fundamentally surprising.
What is surprising, however, is the intensity with which the new administration acts in foreign
policy and on the international stage. In the field of economic policy, it was clear that Donald
Trump would continue his protectionist escapades. This fact had already been "priced in" by
observers. However, Trump's erratic and presumably deliberately unpredictable approach could
become a threat to economic development. Even under the optimistic assumption that a large
part of Trump's irritating statements and announcements are ultimately just bluffs to put the US
in a better negotiating position, this approach increasingly burdens key economic factors: trust,
reliability, and contractual compliance.

USA Structurally Well Positioned

The American economy is strong. Despite significantly tighter monetary policy in recent years, it
has shown remarkable resilience. This economic strength is systemic. The US economy has a
growth potential of 2% per year. In the Eurozone, the growth potential is only about half as high.
The reasons for structurally higher growth are manifold: The US has a high degree of energy
autonomy. The country remains highly attractive to skilled and motivated workers from around
the world. The result has been and continues to be high levels of innovation. With large, high-
growth technology companies, the US hosts the leaders and beneficiaries of the digital
economy, which operates on the principle of "the winner takes it all." The United States has the
world's largest capital market and the global reserve currency. Finally, in the land of capitalism,
there is an unwavering drive for economic growth, whereas Europe has increasingly focused on
topics beyond economic growth ("Beyond GDP"). With these location advantages, the US is well-
positioned to continue leading the growth league of developed economies.

Volatility in Economic Policy is Counterproductive

One of the most important foundations, if not the most important, for a nation's prosperity are
good, reliable, growth-friendly institutions. American democracy is considered strong enough to
withstand a second Trump presidency. However, Trump's rigorous approach to international
institutions shows that American institutions must indeed be very strong to emerge largely
unscathed from the next four years. There is growing concern that the deregulation push will not
just cut back excessive bureaucracy. Where markets reach the limits of their coordinating
function, a minimum level of government regulation is necessary. This applies particularly to the
issue of artificial intelligence. If this aspect of regulation is also put up for discussion, the
institutional foundations of American prosperity could be eroded, even if it initially appears
growth-promoting for some companies.
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The back-and-forth in tariff policy, as well as the volatility in other policy areas, is
counterproductive. Planning security is an important economic factor. Additionally, the
irreconcilable political style is likely to contribute to further polarization of American society.
Overall, the political style of the first six weeks is likely to do more harm than good. In the past,
Donald Trump — besides the well-known fake news — has often addressed issues that were not
necessarily "politically correct" at the time but contained a kernel of truth. Examples include his
tough trade policy stance toward China and his almost relentless demand on Germany and
other NATO member states to increase their defense spending to 2% of GDP. During his first
term, Trump often dared to tackle controversial issues, even if his tone was frequently
inappropriate. But now he is overdoing it in terms of content and scaring off America's partner
states.

Europe's Response: Eurobonds 3.0?

Europe will have to become self-reliant in terms of security policy to become independent of
the US military umbrella. This will likely require a significant increase in defense spending. A
good portion of this funding will likely come from new debt. Two main options are being
considered: 1. The European Stability and Growth Pact could be suspended or further eased,
allowing national governments more borrowing capacity. 2. Defense expenditures could be
financed through joint bonds ("Eurobonds"). This would mark the third time after the creation of
the ESM (European Stability Mechanism) and the "Corona Recovery Fund" (Next Generation EU)
that Europe has issued joint bonds. In this case, they would be justifiable because Europe's
defense is an international public good that is ideally financed collectively to prevent free-
riding by individual countries. For member states, joint bonds would also be attractive because
the resulting debt would not count toward national debt levels but would remain at the EU
level. Germany, which traditionally has significant reservations about joint debt, is unlikely to put
up much resistance in this case, as it could help resolve the dispute over Germany’s debt brake.
Otherwise, the new German government would have to finance higher defense spending from
the current budget or reform the debt brake, which is politically very controversial.

For the economic outlook in Europe, the increase in defense spending would mean a boost in
demand and therefore a certain economic stimulus. However, the new security landscape also
means that the loss of the so-called peace dividend will weigh on long-term growth prospects,
as defense expenditures will divert funds from other productivity-enhancing uses. In the long run,
a slightly higher inflation rate can be expected.
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Disclaimer

Bergos AG is an independent Swiss Private Bank focusing on private wealth management.
Bergos emerged in 2021 with a new shareholder base from its former mother company, the
Berenberg Group founded in 1590, and has been serving international private clients and
entrepreneurs in the Swiss financial center for over thirty years. Its headquarters are in Zurich
with an office in Geneva. The Swiss Private Bank is dedicated to "Human Private Banking" and
specializes in wealth management and advisory services. With more than 130 employees, the
focus is on providing expert guidance in all known liquid and non-liquid asset classes, as well as
alternative investments and private markets. Following a “beyond money” approach, we also
offer expertise in art collecting and philanthropy. For entrepreneurial clients, Bergos offers
access to M&A and other corporate finance services. Bergos AG offers private clients,
entrepreneurs and their families a holistic, cross-generational service that focuses on security,
neutrality, internationality and openness to the world.

This publication only serves information and marketing purposes. The information provided here
is not legally binding and does not constitute financial analysis, a sales prospectus, asset
management, or investment advice, and is not a substitute for legal, tax, or financial advice.

© Copyright Bergos AG.
All rights reserved
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