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U.S. President Trump in 2025 has delivered major changes in a wide variety of policies, not the incremental 
change preferred by most previous Presidents.  Much more so than incremental change, major policy shifts 
can reverberate through the entire economy and always generate feedback effects, behavioral shifts, and 
unintended consequences.  Before we turn to tariffs, commodities, and economic implications, we want 
to develop the three key themes embodied in our framework for analysis. 
 
Framework 
 
Complex Systems and Feedback 
 
We live in a complex system.  As John Muir (1838-1914), the Scottish-American naturalist and founder of 
the Sierra Club, said: “When one tugs at a single thing in nature, he finds it attached to the rest of the 
world.”  Our first analytical theme is that every policy shift is interconnected, and one should not analyze a 
specific policy shift on its own, which has its roots in complexity theory, especially in terms of lessons from 
how nature works (Bak, 1996).  The uncertainty created by major policy shifts can be rampant and 
interwoven into the fabric of an economy.  Think of the world’s supply of volatility as a balloon.  Squeeze 
it somewhere, and the volatility goes somewhere else. 
 
Transition vs. Long-Run 
 
Our second analytical theme is that one should divide one’s analysis into a transitional period and the 
longer-run equilibrium.  When working with incremental change, the general equilibrium is not so 
disturbed, so analytically skipping or ignoring the transitional phase is often acceptable.  With major 
changes inside complex systems, we are dealing with a shock to the current equilibrium, and there will 
most likely be a transitional phase that may look completely different from the longer-run equilibrium state 
whenever it might be reached. 
 
Transitional phases are similar to phase transitions in physics.  We understand a liquid state and a gaseous 
state, but our appreciation of the transition is poor.  For example, when boiling water, all the bubbles (i.e., 
chaotic activity) are on the surface or boundary where the transition is taking place.  During the transition, 
economies may be in a state that is far from equilibrium, as covered in Rutledge’s research on complexity.1 
Moreover, transition analysis is difficult and made exponentially more difficult when multiple interrelated 
transitions are happening simultaneously. 
 
Simple Scenarios, Probabilities, Focus on the Big Factors 
 
Our last analytical theme is to focus on only a few scenarios and assign probabilities or confidence levels.  
Markets tend to gravitate around easily understood narratives (Shiller, 2017).  With major change inside 
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our complex global economic system, there will often be two competing narratives that ebb and flow in 
the markets.  Markets will be pricing the probability-weighted average of the outcomes of the two primary 
and different scenarios or narratives. 
 
Avoid getting confused by the many interrelated factors at play.  It is easy to ask 20 questions, many of 
which are not that different from each other, and then not bother to assign importance to each one.  One 
can get lost in the confusion.  We strive to manage this complex analytical task by simplifying down to two 
scenarios for each topic that corresponds to the primary competing narratives.  Moreover, each scenario 
comes with a probability which may shift over time as the facts change. 
 
Trade War and Commodities 
 
Multilateral Analysis 
 
A trade war starts with tit-for-tat tariff increases and quickly spreads to other forms of retaliation.  In the 
land of an eye-for-an-eye, it is easy to get blindsided by unanticipated negative outcomes.   
 
In 2018 when the U.S. imposed much higher tariffs on China, the response was to shift soybean purchases 
from the U.S. to Latin America.  U.S. farmers were the big losers, and Brazil was the big winner. 
 
In 2025, threats of higher U.S. tariffs on Canadian imports were countered with threats of Canadian tariffs 
on U.S. goods as well as threats of specific restrictions on importing U.S. alcoholic beverages, such as 
bourbon, into Canada.  The loser would be Kentucky. 
 
Also in 2025, China responded to U.S. tariffs with export controls on key minerals, such as tungsten, as well 
as threatening regulatory investigations into U.S. companies operating in China.  Major U.S. companies, 
from Alphabet (Google), to Apple, to Tesla, are dependent on China and hence vulnerable to targeted 
regulatory policies that China might implement to penalize the U.S. for the tariff initiatives.  Disrupting big 
U.S. companies operating in China may well provide advantages for their competitors in other European 
and Asian countries. 
 
The point is that tariff increases by one country are often met by highly targeted and specific responses by 
another country, and third parties can benefit or lose as the repercussions spread through global supply 
chains.  A key lesson here is that one should never analyze tariff impacts with a simple bilateral, tariff-only 
analysis. 
 
Commodities in Focus 
 
Agriculture, metals, and energy are going to be in the crosshairs of any response to U.S. tariffs.  The U.S. is 
one of the world’s major producers of corn, soybeans, and wheat.  The U.S. is a major importer of a variety 
of agricultural products from roses to tomatoes to avocados. The U.S. is the world's largest producer of oil 
and is both an exporter and an importer.  The U.S. is an importer of critical rare earth metals used in 
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batteries and many high-tech products.  The key observation here is that there are many ways countries 
may decide to retaliate against the U.S. and commodities will be involved in a major way. 
 
Inflation potential will be in the forefront of the commodity analysis, yet one should be wary of simple, 
direct analysis.  Tariffs or other restrictions on key U.S. imports will raise their price relative to other goods 
and services, but it is much harder to gauge the longer-run overall impact on inflation.  For example, higher 
oil prices may lead to higher gasoline prices at the pump.  Since driving to work and errands is an essential 
expense for many individuals, on a given budget, individuals will have to cut back on discretionary items.  
The transitional period may see higher reported inflation, particularly on food and energy.  The long-run 
inflation equilibrium may not see much change at all since tariffs do not involve any boost to individuals’ 
income or any economy-wide stimulus for increased consumption. 
 
There is also the impact on global supply chains.  Tariff wars are almost certain to create longer-term 
incentives to rearrange supply chains.  Restructuring supply chains is a very hard (Putnam, 2024).  For 
example, China to Vietnam to Mexico – skilled labor, sources of raw materials, and port facilities, may not 
exist and need to be established in new locations at considerable costs.  Canada supplies oil to U.S. 
Northeast and lumber to the U.S. housing construction industry – none of these supply routes can be easily 
changed. 
 
There will be incentives to locate production inside the countries, such as the U.S., where the larger 
demand is.  There will also be incentives to form regional free-trade groups that specifically exclude the 
U.S.  Supply chain disruption always creates higher costs that will be passed on to consumers, eventually.   
 
Simultaneous Transitions 
 
Complicating the analysis is that the trade war is not the only major U.S. policy shift happening at the same 
time.  The U.S. in 2025 was simultaneously involved in mass deportation of illegal immigrants and 
considerable efforts to shrink the size of the U.S. federal government.  Both of these policy shifts impact 
potential inflation and economic growth prospects. 
 
Immigrant Deportation Policies 
 
The major shift in immigrant deportation policies of the U.S. impacts agriculture, hospitality, and 
construction sectors especially hard.  The immediate impact is lower production, a drag on real GDP, and 
higher prices, with longer-term implications for higher wages in these sectors due to labor shortages. 
 
Then, there is the arithmetic of real GDP growth to consider.  While not implying any direction of causality, 
real GDP is the sum of the growth of labor productivity and the growth of the labor force.  It is unclear 
what the longer-run impact on labor productivity might be, but mass deportations unambiguously will 
slow the growth of the U.S. labor force, perhaps to near zero given the historically low birthrates in the 
country.  Put another way, mass deportations may lower calculations of the long-run potential real GDP of 
the U.S. in a material manner. 
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U.S. Fiscal Policy 
 
U.S. fiscal policy is also on a new trajectory to reduce the size of the U.S. federal government workforce.  
The policy initiatives are causing federal workers to feel insecure about their jobs.  Job insecurity has also 
spread to non-federal workers paid directly or indirectly through federal grants and other programs that 
may have been suspended.  Loss of jobs or increased job insecurity translates into more cautious spending 
patterns and can be a serious drag on real GDP in the transitional phase.   
 
Federal Reserve Policy-Making 
 
Federal Reserve policy-making is data-dependent.  With several major policy transitions in play 
simultaneously, the Fed is likely to be especially cautious in making any adjustments to short-term interest 
rates.  As can be observed from the above analysis, the tariff wars and selected other policies have the 
potential to increase inflation in the transitional period, while other policy shifts may create a weakened 
economy and perhaps a short-lived recession.  A data-driven Fed is like driving a car using only the rear-
view mirror, one slows down and does not make a decisive move until the data is clear – which will always 
be too late.  But maybe being late is better than being wrong, based on forecasts using an exceptionally 
cloudy crystal ball. 
 
Exchange Rates 
 
Exchange rates come into play with tariff wars, too.  Over the long haul, exchange rates tend to respond to 
a set of common fundamental factors including short-term interest differentials between currencies, 
relative inflation patterns, relative economic growth and the ability to attract capital, trade flows in goods 
and services (although much less important than capital flows), political risk, and portfolio effects allowing 
for what happens to one currency to become contagious to other related currencies (i.e., commodity 
producers or emerging market countries.) 
 
With a tariff war as a key focus, the transition analysis gravitates toward the mix of how tariffs will impact 
inflation, growth, and interest rates.  The transitional narrative highlights higher inflation, slower growth, 
and leaves interest rates up in the air.  What was observed since the U.S. election of Donald Trump as 
President is that there is a debate among market participants as to whether the U.S. threat of higher tariffs 
is a bargaining chip for a deal on other issues (i.e., border control, drug trafficking, and immigrant 
deportations) or a more permanent policy shift to a sustained higher level of tariffs related to raising 
revenue for the U.S. government and supporting the case for tax cuts.  Only time will tell, but the analysis 
should emphasize how all these interrelated factors influence the Fed.  Longer-run, higher short-term rates 
are a major leg of support for the U.S. dollar, and lower rates suggest a weaker dollar and more strength 
for emerging market currencies. 
 
Bottom Line 
 
The analysis of the impact of a tariff war on commodities is considerably more complex than one might 
anticipate.  Changes in tariff policy by one country almost always set off retaliation by other countries, and 
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responses are not limited to counter tariffs but can also involve regulations, export controls, and sanctions.  
Because global supply chains are so interconnected, there are third party impacts.  Indeed, in many cases, 
both countries directly involved may be net losers while a third country may be a winner.  In addition, 
when there are multiple major policy shifts underway simultaneously, the analysis quickly gets 
exponentially more complex.  And with any analysis of large changes to complex systems, it is best to 
appreciate that there will be a transitional period that is far from equilibrium and some considerable time 
may be required to find a new and sustainable equilibrium. 
 
 

Endnote 
 
1 See https://drjohnrutledge.com/ or on Substack @drjohnrutledge. 
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