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Trump brags about the ‘wall of money’ now flowing into the US from abroad-from Europe,
Asia, emerging market economies-as the global economy slides into recession there faster
than in the US. He thinks that is great news for the US economy. But it’s quite the opposite.

Trump’s trade war, his provoking of a global currency war, his monetary policy of forcing the
Fed to lower rates all exacerbate the Wall of Money inflow to the US which hastens the
decline of the global economy.

Behind the Wall of Money inflow is $17 trillion in negative interest rates in Europe and Japan
that is driving money out of those economies and into US Treasuries as a ‘safe haven’,
causing a rise in the dollar relative to other currencies and causing currencies worldwide
outside the US to fall in turn. As other currencies fall, capital flight from their economies
(Europe, Latin America, Asia) sends still more dollars to the US-driving the dollar higher still.
A vicious cycle ensues: declining currencies leads to more capital flight, to more demand for
US$, to rising dollar value, to further decline in other currencies, etc. Investment collapses
and recessions deepen further outside the US.

US Multinational corporations doing business in other countries see their profits rapidly
eroding in those economies, as the currencies in the countries in which they’re doing
business collapse. They then rush to convert their Pesos, Euros, Rupees, etc. into dollars as
quickly as possible and repatriate their offshore profits back to the US. The result: the US$
rises still more.

Trump’s trade war has a similar negative compounding effect as negative rates offshore,
capital flight, and multinational corporation repatriation: Today’s slowing global economy
(already in a manufacturing recession everywhere including the US) is largely driven by
business investment contracting in the face of uncertainty due to Trump’s trade war. That
uncertainty and declining investment leads to central banks worldwide reducing their
interest rates in a desperate effort to stimulate their economies, which is now happening.
But lower interest rates in Europe, Emerging markets, etc. has the negative effect of
depressing the value of their currencies still further-leading to even more capital flight to
the US, buying up more US Treasuries, and driving up the US $ even more. In other words,
Trump’s trade war is also driving the Wall of Money to grow further.

But the Wall of Money is a symptom and represents the global economy outside the US
sliding deeper into recessions-a global economic decline that is now spilling over to the US
economy.

What's Trump’s solution? Trump browbeats the Federal Reserve to get Powell, its chair, to
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lower rates, in the hope lower rates will discourage capital inflow to the US (i.e. the Wall)
and thus slow the rise of the dollar. But global recession and the ‘wall of money’ now more
than offset any Fed rate cuts effect on the US$. Meanwhile, Trump’s monetary policy (lower
interest rates) accelerates the wall of money inflow further by forcing the central banks of
other economies to lower their rates still further.

Trump policies have also set off a global currency war, which is about to intensify as he
targets China’s Yuan-Reminbi. China is already responding by allowing the Yuan to slowly
devalue to offset Trump’s tariffs on China exports. Devaluation of the Yuan forces other
economies to devalue their currencies further, as their central banks lower their interest
rates further, in Europe and Japan that means even deeper negative rates and more capital
flight to US Treasuries and an even higher US$.

In short, Trump’s trade war, his provoking of a global currency war, his monetary policy of
forcing the Fed to lower rates all exacerbate the Wall of Money inflow to the US and hasten
the decline of the global economy.

Trump has not only clearly now lost control of trade negotiations with China. He has lost
control of US monetary policy with the Fed that now refuses to be stampeded, he has lost
control of any stabilization of the US dollar, and he has accelerated forces that are driving
the global economy into recession.

And it’s only a matter of time-a short time-before it's also clear he’s lost control of the US
economy as well.

*
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This article was originally published on the author’s blog site, Jack Rasmus.
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