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A quick review of the measures taken in these first months of the new US government suggest greater policy
activism than recent administrations. This perception is not only based on the number of measures announced
since the beginning of the term, but also on their broad scope. In this report, we outline government actions
taken so far and consider their potential effect on the U.S. economy over time.

Just to give a dimension to the new administration's activism, 51 executive orders were issued as of
September. If executive orders continue to be issued at this pace, by year-end, we will have reached 68
decrees in 2017 alone. This number, as shown in Chart 1, would be the highest annual average since the Carter
administration (1977 – 1981), twice as high as in the Obama and George W. Bush administrations and about
50% higher than in the George H.W. Bush and Reagan administrations. Executive orders may be issued by the
president to regulate certain activities and responsibilities and have power of law analogous to standards
created and approved by the legislative branch for broader and more relevant issues.

The relevance of institutions and their stability (laws, informal rules, standards and behavioral values) has
been highlighted in literature to explain why nations present distinct development levels. Rodrik et al.
(2004), for example, indicated how the quality of institutions dominates the other determinants of long-term
growth. Douglas North (1990), in turn, demonstrated that poor institutions in less developed countries
generate economic and political relations of unfavorable risk/return for the development of activities that
increase the economy’s productivity. In addition to the quality of the institutions in a given country, recent
research investigated the effects of change and the volatility of the rules for a country's income growth.
Berggren et al. (2012) showed that, by controlling the direction of institutional change (improving or
worsening), instability itself in the institutional environment also negatively affects a country's income.
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Chart 1 – Executive orders issued by each government in the first year of the mandate

Source: Bloomberg, Bradesco
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Excessive changes to standards and regulations produce negative effects on economic growth. It is clear that
depending on the direction and intensity of the changes being made, improvements in the institutional
framework may have a favorable net effect in the medium term, even allowing for short-term negative effects
related to the instability caused by changed rules. With this caveat, the measures announced by the Trump
administration are worth analyzing to try to extract the final direction of the measures' effects on the growth of
the economy. In addition to the executive orders, we assessed a broader set of measures announced by the
government in recent months, also considering the actions indicated for the future. The measures are
concentrated in some areas: security, migration, regulation of economic activities, foreign trade, environment,
energy and State structure.

Such measures are not homogeneous regarding their level of liberalism or economic control. On the one
hand, international trade measures are largely protectionist in nature, and discussions on immigration and
security rules are moving towards greater control. On the other hand, regulatory discussions are largely leaning
toward more freedom for activities in certain sectors, especially energy (oil and gas), the financial sector, and
manufactured goods. There is some ambiguity from the point of view of State structures, with some measures
intended for a greater state presence, particularly in security matters, and others pointing to a less direct or
indirect participation of the State, especially regarding the healthcare sector.

1 – Security and immigration

The main internal measures are heading toward greater control and immigration restriction, including a
proposal to restrict visa issuance to certain countries, deporting illegal immigrants, among others. These actions
have already produced greater aversion to potential immigrants seeking to enter the USA. There is even
evidence of a drop in travel flow to the country in recent months in comparison to other similar destinations.
The USA is recognized as a country open to immigrants and has benefited from this flow of people, whether in
the formation of cutting-edge human capital in universities or in the supply of workers in labor-intensive
sectors. Since the 1970s, the participation of immigrants rose 4.7 percentage points to the current 13.5% of the
total US population. Such positive aspects of immigrant attraction are relevant in the current economic
environment, with low productivity, which requires effort to advance technological frontiers, and with
challenging demographics, with less growth of new entrants in the labor market. In addition, the economy is
close to full employment, which restricts the space for cyclical expansion without restricting the supply of
workers. However, in addition to the labor market issue, national security issues are also considered – and are
important – in the definition of an immigration policy.

The US tourism market has also been depreciated over its natural competitors. The USA experienced a 3.5%
drop in demand for summer travel in 2017, compared to the same period last year. Meanwhile, the majority of
European countries saw expansion between 6.0% and 18.0%, during the same comparison period. Since there
were no substantial changes in currency prices or basic tourism prices in this period that justify a great
performance difference, it is possible that part of the explanation are the new, more restrictive policies for
travelers from some locations to the country, which end up inhibiting the choice of the US as a destination.
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With respect to security measures, there is a clear shift in strategy with regards to the "soft power" policy
adopted by the previous government. Obama sought less direct military intervention in the Middle East and
other regions, lending support to local and regional forces to oppose those contrary to the interests of the
country. In addition, it conducted negotiations and agreements with countries such as Iran (in exchange for
follow-up of the country's nuclear developments) and Cuba (gradual trade opening and business permission
between the countries). The new government, in turn, has had a different stance in some cases:

o Significant movement of US troops on the Korean Peninsula in response to recent North Korean missile tests
and the possible development of a North Korean nuclear arsenal that could already reach South Korea,
Japan and eventually the USA. Escalation of verbal confrontation with the leader of the Asian country, with
threats of possible military intervention from both sides;

o Bombing in Syria after accusations of a chemical attack in the country, outlining a certain limit to the actions
of the Syrian government;

o Disagreement over previously negotiated terms with Iran, with possible revision of the agreement, in
addition to demonstrating support to other countries in the region (Saudi Arabia and Israel), in counterpoint
to the Iranian regional force; and

o Bombing of the Islamic State forces in Afghanistan and signs of decreased tolerance of the presence of this
group's forces in the Middle East.

This new posture of greater confrontation and demonstrations of force may lead to a further escalation of
military spending around the world and in the U.S. After years of falling military spending under the Obama
administration - from 20.9% of total federal spending in 2008 to 16.0% in 2016 - the new government stance
suggests growth in military spending will resume. If confirmed, this may lead to an increase in the public deficit
at a time when public debt is already high, and may have to be compensated by future tax increases or other
spending cuts. This movement could promote additional crowding out¹ in the US economy, in a merely
moderate growth phase.

It is clear that decisions on military and security spending should be considered in the light of current
geopolitical conditions. Still, more intense US action itself may eventually reinforce the incentive for other
countries to also increase their spending in this area.
__________________________________________________________________________________________

¹ Crowding out is the phenomenon of gaining space in the economy's public sector, with greater indebtedness, to the detriment of the loss of
participation of private investments.

Chart 2 – Interannual variation of the number of foreign tourists in selected countries (summer 2017)
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2 – Regulation of economic activities

Even when the actions of the new government tend toward greater decision-making freedom and more
efficiency in resource allocation, as in the discussions on deregulation of some productive activities, there is
some doubt about the effect of some measures. Decisions made in the energy sector, for example, point to
the reduction of restrictions on activities involving dirty energy exploitation (such as oil and coal), and reduce
incentives for its substitution with clean and renewable energy alternatives. The withdrawal of restrictions on
oil exploration may stimulate activities in the sector and may boost growth in the short term. However, several
countries (Europe and China in particular) are moving in the opposite direction, with incentives to produce
clean and renewable energy to replace "dirty" energy.

Renewable energies have gained importance in several countries, with acceleration of this process since the
mid-2000s. In the U.S., the share of renewable energy in the energy matrix increased from 8.5% in 2006 to
approximately 15.0% in 2016. In Europe, the participation of renewable energy increased from 8.0% in 2004 to
almost 18.0% in 2016. In the Nordic countries, renewable energy accounts for more than 30% of the energy
matrix, reaching over 50% in Iceland, Norway and Denmark. As a result, although decisions on regulatory
flexibility for the energy sector encourage activities in the sector as a whole, doubts remain regarding the
medium-term net effects of such decisions, which are apparently against the recent trend of greater allocation
and investment in clean and renewable energy around the world.

Source: CEIC, Bradesco
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Chart 3 – Participation of military spending in the US budget

Chart 4 – Participation of renewable energy in the total energy consumption of countries in the European 
Union, 2015

Source: World Bank, Bradesco
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Inter-temporal regulatory instability itself can generate caution in decisions with longer horizons. The
previous government had outlined a directive associated with renewable energies, opposite to that adopted by
the new government. This change, conditioned on presidential mandates, in a sector that has high fixed costs
and requires long-term investments, may reduce the effect of regulatory flexibility, as it generates a perception
that regulatory direction may be temporary and unstable.

On the other hand, there are regulatory changes that can bring positive medium-term economic effects,
highlighting the indication of partial reversal to the excessively tight regulation that was imposed on the
financial system in response to the 2008 crisis. Despite a consensus on the need to extend the pre-2008
regulation, there is a perception that the measures may be leading to a counterproductive effect on credit
activity, especially in the activities of small and medium-sized regional banks, which is recognized by the Federal
Reserve itself. Excessive control, in some cases, imposed excessive and inefficient costs. The complexity of the
set of standards reduces the effectiveness of the regulator itself. In this sense, the possible formulation of a less
complex regulation points to expanded activities in the sector, but far from the excessive degree of freedom
with which the system operated before the 2008 crisis. The IMF itself, which has been a long-time advocate of
regulatory tightening, acknowledges that there is room for simplification of the Dodd-Frank, which is over a
thousand pages long, as well as thousands of pages of manuals for implementing the rules.

3 – Foreign trade

The prevalence of the protectionist agenda possibly based on the partial analysis of benefits to the
productive activities of certain sectors of the North American economy is undeniable. The adopted measures
include presidential decrees increasing tariffs for importing specific goods (such as Canadian wood), ordinances
requesting studies on import rates for steel and metallurgical products, and discussions on a complete revision
of trade agreements (withdrawal from the TPP and NAFTA review). The measures are designed to address two
problems: i) stimulate certain sectors (in particular manufacturing), which have lost their GDP share in recent
decades; and ii) rebalance bilateral relations with countries that currently have large surpluses with the USA. In
the first case, the main sectors elected as beneficiaries are: automotive, steel, mining and the oil and gas sector.
China, Japan, Germany, Mexico and Canada are among the countries whose trade relations with the USA are
under evaluation.

The mercantilist view of bilateral trade relations only considers the partial effect of direct trade. This
becomes even more true under the current global economic characteristics: relatively high trade openness,
increasing participation of higher value-added service transactions, highly connected global value chains, and
high production segmentation between countries. Just as an illustration, the increase in the United States'
aggregate trade deficit occurred exactly at the same time as the country's largest income expansion of recent
times, between 1997 and 2008.

Even though its partial logic makes sense, the following chart demonstrates how the protectionist agenda
can go in the opposite direction from the international trend of increasing trade agreements since the 1990s
and of the systematic growth of goods and service transactions in the world. Literature on the benefits of
increased trade opening (and the harm of protectionism) is broad and shows how there are expressive
productivity gains, increased competition, reduced prices and improved consumer welfare in countries open to
international trade. The reversal of the trade policy direction in favor of greater protectionism tends to
symmetrically lead to the loss of the benefits achieved so far for the US economy and consumers.
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It is worth noting that the USA is not the only country to more recently adopt a more protectionist trade
stance. The United Kingdom and China are among the countries in which this phenomenon has been observed
in recent years, among others.

When analyzing NAFTA, it is important to consider the extent of trade relations between the USA, Canada
and Mexico since the signing of the treaty in 1994. Mexico, for example, exported USD 309 billion to the USA
in 2015, while selling only USD 61 billion to the rest of the world in the same year. That is, 83.5% of all Mexican
exports are concentrated in the United States. Under the same comparison basis, Canada exported USD 312
billion to the United States (77.6% of total exports) and only USD 90 billion to the rest of the world. This
demonstrates how Mexico, Canada and the United States have considered over the last few years that the
negotiated conditions would be permanent and have shaped their relations and productive structures based on
this premise, with increasing trade interactions, investment flows and integrated productive chain structuring
between the countries.
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Chart 5 – Number of trade agreements in the world

Source: UNCTAD,OMC Bradesco

Chart 6 – Trade flow in millions of USD (USA, Canada and Mexico), 2016
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A breach of the conditions negotiated in the NAFTA agreement, in addition to its potential immediate effects
on the trade relations of the three countries, would most likely also have medium and long-term
implications on other countries' trade relations with the USA. This is possibly because the US's reliability with
respect to compliance with trade agreements would be affected. As of this sign of a potential unilateral
amendment to the agreement, all new investment and production direction decisions for the USA would
consider the new risk (breach of the agreement), and would tend to require a larger return (which could cover
such risk to prices) to move forward.

In addition to discussions on some trade agreements, there are also recurring threats regarding the review of
bilateral trade agreements with countries that have a robust trade surplus with the USA. The new
government already manifested dissatisfaction regarding trade relations with countries such as China, Japan,
Germany, South Korea, among others. Although no objective measure has been announced to this effect so far,
the mere signaling that there is a risk of possible changes to trade relation terms may lead to more protective
and cautious attitudes by companies that deal with the USA, with reflections on prices and investment decisions
and allocation of capital (financial and physical) of these companies.

4 – The weight of the USA for the world

The greater activism and redirection of US government policies on several fronts (policy, security, foreign
trade, regulation, among others) will add elements to decisions by economic and political agents from now
on. Since World War II, through the Cold War, and even after the fall of the Berlin Wall, the USA has always
been seen as a global force with multi-dimensional stabilizing predicates. American military power, for
example, is totally dominant in today's world. More than 1 out of every three dollars (34.4%) spent by the
United States was allocated for military purposes in the last 25 years. The second country that spent the most
with this area was China, at 12.4% of its total spending. With such an asymmetry of force, the presence or mere
threat of American presence was enough to contain or minimize conflicts on numerous occasions. From this
point of view, it may not be convenient for the USA to give up this role to another government in the world.
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Chart 7 – Trade deficit of the USA with its most relevant trade partners, 2016

Source: Bloomberg, Bradesco
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In recent decades, there have not been only peaceful and preventive interventions, but the United States has
used its asymmetric force on several occasions to defend its strategic interests in various regions of the
world. Since the Obama administration, however, the country has been adopting a strategy to reduce its
military spending, with the implementation of a new international policy marked by "soft power". As such,
there was a greater emphasis on the use of trade and diplomatic instruments in relations with countries, in
addition to expansion of the negotiating power of multilateral bodies (UN, NATO) to the detriment of the
unilateral imposition of US military force. In opposition to this position, the newly elected government has had
unilateral attitudes on certain issues, as shown in recent cases of North Korea, Syria and Cuba. These changes in
the US strategy and the recent increase in military spending by economies of regional importance (China and
Russia, for example) may cause the global geopolitical environment to become more unstable, with potential
increases in geopolitical tensions.

From the economic point of view, the relevance of the USA is clear, which today accounts for 24.3% of the
global GDP, but has gradually lost relative space with the rise of dynamic economies with large populations,
especially in Asia. China, for example, is approaching a 15.0% share of the global GDP. The degree of financial
and trade opening, with extensive access by banks worldwide to its market, and the great institutional stability
and operating rules of its markets have transformed the USA, over time, into the country perceived as the
safest to allocate world assets.

Chart 8 – Military spending in the world, 2016
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The numbers released by the BIS lend a dimension to the relevance of the North American financial market
to the world. Of the total outstanding debt inventory, almost half (43.3%) is concentrated in the USA. This
distribution has some heterogeneity, depending on the issuer. While the share of US government debt in total
outstanding public debt is around 40.4%, the importance of non-financial companies in the country amounts to
more than half (50.3%) of all global corporate debt. This demonstrates the size of the financial system for the
expansion of the companies and the US economy. US banks, in turn, account for 40.4% of all bank debt in the
world.

Public and bank debt in the USA is similar in size (USD 17 trillion from the government and USD 15.1 trillion
from banks), while corporate debt totals USD 5.8 trillion. Summing the inventory of the three types of debt
issuers (states, non-financial and financial companies), the total is more than 220% of the country's GDP. This is
only one measure of the extent of the US capital market. Other aspects that reinforce it are liquidity in
secondary markets, a wide range of structured and derivative products, share issuance volume, among others.
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Chart 8 – Share of the debt inventory of the USA in the world, 1Q17

Chart 9 – Profile of US debt issuers (total corresponds to 220% of the GDP), 1Q17
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Another dimension of the US economic and strategic importance is the reliability of its currency, which can
be expressed by the use of the dollar in almost all world trade transactions (there is an incipient movement of
bilateral or multilateral acceptance of other currencies as a form of payment). The importance of the dollar as
the central currency in the world is reinforced by the fact that almost two-thirds (63.9%) of the international
reserves held by the world's central banks are denominated in USD. In order to lend size to the distance of
importance with respect to other currencies, the second currency most frequently used by Central Banks is the
Euro, with only 19.7% (less than one third of the inventory denominated in USD) of total international reserves.
The relevance of the US dollar in the global scenario refers to the construction of the world monetary
framework after World War II2.

Transitions of global economic, financial, military, commercial, and diplomatic power are long-term
processes, so abrupt changes in the balance of power do not normally occur within a few years. However, it
must be acknowledged that since 2008, there have been some movements for financial diversification and
trade and military partnerships from different countries that do not include the USA . The recent change in the
US government indicated that more intense transformations may occur in the country's relations with the
world and, in some cases, in the direction of unilateral attitudes of greater isolation and greater tension with
other countries/regions. In response to this new stance, there are more frequent signs of the search for new
alliances between important countries to deal with the new world geopolitics, with intentions to diversify
relations and place less dependence on the U.S. For now, however, the U.S. remains central to the global
economy and international relations.

__________________________________________________________________________________________
2 In the Bretton Woods agreement of 1944, after World War II, composed in parallel with the development of other multilateral institutions in search of a
less volatile global environment, the price of currency was linked to the value of gold, with fixed relationships. In 1971, with increasing pressure on the
price of gold and the fixed exchange rate regime, the USA unilaterally decided to break the gold standard and uncouple its currency from the commodity
price. With this, the dollar became a floating-value currency with no ballast in gold. This decision led to a chain reaction of breaking the prices of other
currencies from gold and, from that point on, the US dollar began to play the leading role of global value reserve and benchmark for all international
trade and service transactions. This central role is still valid today, with a trend towards the gradual diversification of the Central Banks as of the financial
crisis of 2008, which brought to light a perception of the marginal reduction of the strength of the North American control institutions.

Source: BIS, Bradesco

Chart 10 – International reserves in the Central Banks (distribution by currency), 2016
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