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Is Trump about to
usher in a new world

order?

by Avien Pillay

Trump’s tariff tantrums make it seem like he wants
to make America more relevant in the world, but his
policies and actions point in a very different
direction. There has been speculation for several
years that a shift in world order was imminent,
however, the drivers were not apparent. Despite
China’s immense economic growth and reach over
the last quarter century, the Western dominance
remained undeterred. Are Trump’s actions fostering
in a new world order? To understand the potential
changes, we need to first delve into the current and

previous world orders.
The history of world orders

Earlier world orders revolved around conflict, shifting
of power and periods of cooperation. The ancient
civilizations of Mesopotamia, Egypt and Rome were
some of the earliest attempts at establishing
dominance. In 1648, the Treaty of Westphalia was
established, known as “The Rise of Nation-States” -
this marked the beginning of the modern state

system as we recognise it today.

In the 18th and 19th century, Europe established its
dominance through colonialism. World War I marked
a turning point with the establishment of the “League
of Nations” in 1920%. The “League of Nations”
marked the end of World War I but was not able to
prevent World War II. The United Nations was
established post-World War II and aimed to promote
global peace and cooperation. Despite the efforts of
the United Nations, a rift between the East and West
resulted in a new era known as “The Cold War”. This
period lasted decades and lead to intense tensions
between the United States and the Soviet Union.
Post the collapse of the Soviet Union (1991), the
United States emerged as the dominant power and

has managed to retain this position ever since.
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The recent world order

America maintained its dominance with the
continued help of its closest allies being Canada,
Europe and Japan. America achieved this status by
being the biggest economy in the world and the
biggest spender in terms of foreign investment, aid
and defence. Being the biggest spender has allowed
America to ensure that its policies matter on a global

stage.
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Figure 1: US Foreign direct Investment (in trillion USD) (Source: Statistics")
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Investing in other economies not only provided an
additional source of return but also allowed America
to exert power over these economies. Early
investment in Africa has allowed America to extract
vast resources from the continent and influence the
political landscape. US foreign direct investment
over the 23-year period (2000-2022) grew by a
compounded average growth rate of 7.23%. To put
this number into perspective, US GDP growth over
this period averaged 4.13%. America invested at a
faster rate than its own domestic growth rate" - this
was done to maintain its influence on the global

stage.
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Total foreign aid disbursed, by fiscal year
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Figure 2: U.S. foreign assistance jumped in 2022, mainly due to Ukraine aid
(Source: Econofact”)

Aside from investment in foreign countries, the
United States is also the biggest donor in the world.
Between 2001 and 2023, US foreign assistance has
grown from $24.6bn to $71.9bn (inflation adjusted).
That is a compounded growth rate of 4.77% over the
23-year period. Once again, this has grown faster
than the US GDP growth rate recorded over that
period. It includes a sizeable increase in spend in
2022, as America increased its aid to Ukraine.
Foreign aid is seen as a precursor to foreign direct
investment, as a large part of the aid is given to
countries with relatively underdeveloped economies.
As these economies developed, the US was able to

invest directly in businesses in these economies.

Being the dominant power and maintaining
dominance can only be achieved with a big global
military presence. At 39% of global military
expenditure, the US spend is about three times that
of China, which is the second biggest spender as

shown in figure 3.
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Figure 3: Countries by Share of Global Military Expenditure (Source:
Pewresearch V)

A large part of the US’ military spend is via NATO -
The North Atlantic Treaty Organization is an
intergovernmental transnational military alliance
made up of 32 member states. It was established
after World War II and aimed to keep the threat

posed by the Soviet Union in check.

And in comes Trump...

Trump’s vision for America certainly runs contrary to
most of its previous leaders. Trump’s vision of
making America great again revolves around a very
inward focus relative to that of the last 100 plus
years. Trump fails to recognise that America’s
dominance on the world stage has been a function of

three areas that he is trying to rein in:

Tariffs

Trump is trying to regain some of the manufacturing
jobs that have been lost to cheaper labour
destinations and is using tariffs to achieve his
objective. Trump is attempting to force US and
foreign companies to set up manufacturing plants in
the US to avoid tariffs. This is despite the fact that
the US is the largest beneficiary of foreign direct
investment and has increased its share over the last
few years as shown in figure 4. By forcing American
companies to invest more onshore will certainly
reduce America’s influence in the rest of the world.
Trump seems to want to establish a more self-
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sufficient model - this certainly runs contrary to the
US’ globalisation model promoted over the last

century.

Top 10 FDI recipients, billions of USD
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Figure 4: The United States continues to lead as top destination for inward
foreign direct investment (Source: Nbcnews"")

Trump has cut foreign aid

In 2023, 14.7% of foreign aid was HIV and AIDS
funding largely to Southern Africa. This was one of
the first donations to be cut. Trump has also cut
several other foreign aid programmes as evident in

the recent cull in Washington.

Share of U.S. foreign aid disbursed in fiscal 2023 for each category
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Figure 5: What U.S. foreign aid money is used for (Source: Pewresearch")
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And military spending, too...

Trump certainly is not happy with America’s position
in NATO. The US is the biggest spender in NATO;
however, it is not the largest as a percentage of GDP.
That prize goes to Poland which spends 4.12% of its
GDP on defence. Even though we have not heard of
major cuts as yet, a lot of reviews are taking place
and noise is being made. Trump is certainly not
happy with some of the other countries’ spend as a
percentage of GDP and is making threats. Given the
sheer size of the US’ spend in absolute and relative
terms, they were able to exercise a significant
amount of control. Any shift in US spending
regarding their contribution to NATO will alter the
playing field.

What will a new world order look like?

If we had asked this question a few months ago, the
most likely answer would have been an alliance of
China, and non-western countries including Russia
and possibly some of the other emerging countries.
At this point in time, the answer may not be so
obvious and could possibly include some former US
allies. The previous contest has always been
between the “East” and the "West” - the new contest

may not be so clearcut.

The potential investment impact!

A global economy with a less prominent US will result

in some shifts:

A weaker US dollar | The demand for the US dollar
has not only been driven by the demand for US
products and services, but also by the safe-haven

status. A shift in view will impact the dollar.

Higher US treasury yields | Demand for US
treasuries are also driven by the US’ safe-haven
status, and yields will move higher if other countries
reduce their holdings of US treasuries.
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Slower global growth | A dollar invested by a US
company in the global economy has created a
multiplier effect to the benefit of the US economy
and the global economy. A withdrawal of that dollar
will result in slower growth until a country or group

of countries can make up for the US’ cutbacks.

A smaller piece of the investment pie | At its
recent peak, the US made up about 70% of the
global stock market capitalisation, but only about
30% of global GDP. This disproportionate level was
driven by its influence on a global stage and is bound
to shift.

Who will fill the gap?

Europe, China and the emerging markets are
potential contenders to fill the gap, or it may be a
combination of a few markets. The reality is that
right now, no single country is in the position to
replace the US in the three crucial areas of spend

being investment, aid and military.

And finally, will the outlook be very different
under a Democratic administration in four

years?

It is very possible that Trump’s popularity continues
to wane, and we are “back to business as usual”
under a Democratic administration. This did happen
to a certain extent when the Biden administration
took over after Trump’s first term, however, in the
same way that we did not expect Trump to win the
past election, we could be surprised by a JD Vance
win, and a continuation of the America first inward-

focused policies!
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