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Tariffs may not be enough to curb US trade deficit

While the US is turning to tariffs in an attempt to rebalance its widening trade deficit,
deeper structural forces are also in play - most notably, the world’s enduring trust in the
US as a safe harbor for capital.

In April, President Donald Trump shocked markets by announcing the largest tariff hike in US
history, sending effective tariff rates surging from 2.5% to 22.5%. The primary stated goal - reduce
the country’s persistent trade deficit.

But whether tariffs can meaningfully address the imbalance is just one part of the puzzle. The
bigger question is why the US has run trade deficits for nearly 50 years - and how this is linked to
sustained foreign borrowing on a vast scale.

US current account deficit - a permanent feature for over 50 years

Since the 1970s, the US has consistently imported more than it exports. More recently, the gap
has widened sharply. The current account deficit has doubled since 2019, and US net liabilities to
the rest of the world have climbed to 90% of GDP - an all-time high.

Prior to the COVID-19 pandemic, the trade deficit appeared more manageable, with net foreign
liabilities relatively stable around 50% of GDP. But the pandemic-era policy response - in
particular, aggressive fiscal stimulus - upended that equilibrium. This was compounded by the
strong performance of the US tech sector and a booming stock market, both of which helped
drive the dollar higher.

A stronger dollar made imports cheaper, further widening the deficit. Today, the trade gap stands
at around 4% of GDP. Economists generally agree that a reduction of at least 2% of GDP would be
needed to bring the external position back toward sustainability.

And that estimate doesn’t even account for changes in borrowing costs. If financing conditions
were to tighten - whether through higher interest rates, reduced investor appetite, or broader
market stress - the adjustment required could be significantly more painful.

This isn’t the first time the US has faced large and growing imbalances. Similar episodes occurred
in the early 1980s and mid-2000s.

During the 2008 financial crisis, the US trade deficit narrowed - but not due to deliberate policy
changes. The sharp contraction in domestic demand and global trade led to a steep drop in
imports.

Despite originating in the US, the crisis triggered a global flight to safety, and the dollar in fact
strengthened as investors liquidated risk assets and sought refuge in US Treasuries.
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Structural drivers of US trade deficit

Cheap imports from China and the effects of globalization are often blamed for the US trade
deficit. But the real drivers are deeper and more structural - tied to capital flows as much as
trade dynamics.

While the US persistently runs trade deficits, it consistently runs a capital account surplus - global
investors are eager to buy US assets, and that inflow of foreign capital effectively finances the
trade gap. The two accounts are mirror images in balance-of-payments terms - when foreign
capital floods in, the US can afford to import more than it exports.

But these inflows don’t happen in a vacuum. Since the 2008 crisis, US assets have gained
renewed appeal, not only because of the dollar’s reserve role, but also due to the policy response
itself. The US moved early and forcefully with monetary and fiscal stimulus, reinforcing the depth,
liquidity, and perceived safety of its capital markets. This stood in contrast to a slowdown in
emerging markets, which had drawn investor attention earlier in the 2000s, as well as the EU’s
more hesitant and drawn-out response to the sovereign debt crisis that followed the GFC.

At the same time, the tech boom that followed the GFC and persists until today (now
spearheaded by Al) has supercharged US equity markets, providing another reason for global
investors to pile into US assets.

The result is a kind of structural privilege - high and stable demand for US assets keeps the dollar
strong and interest rates low, making imports cheaper and eroding the incentive to save. In
effect, global capital inflows help sustain the very imbalances they're supposed to correct.
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Mounting debt, waning confidence

Foreign appetite for US assets cannot be taken for granted. When President Trump announced
tariff hikes, Treasury prices fell and the dollar weakened in early signs that investor confidence
may be fraying.

Today, markets are increasingly sensitive to the risks of unsustainable US fiscal policy amid
heightened geopolitical tensions. Yet despite growing concerns, the US continues to borrow
aggressively, even as it strains trade relationships.

At the same time, skepticism is growing about how well official statistics capture America’s true
external position. Corporate profit-shifting to low-tax jurisdictions likely understates US exports
and distorts reported investment income. Some researchers estimate this could mean the current
account deficit is overstated by as much as 1% of GDP.

Conversely, recent all-time highs in US equity markets - fuelled by the seemingly interminable
tech boom, soaring bitcoin prices, and a revival of meme stocks - may be inflating the market
value of foreign-held US assets. This can lead to an overstatement of US liabilities on paper,
reflecting valuation gains rather than new borrowing.

Meanwhile, structural demand for US assets is showing signs of softening. Major economies such
as Germany are increasing domestic spending and investment, reducing their reliance on dollar
assets. This evolving landscape may dampen the steady capital inflows that have long financed
US external deficits, adding to pressure on the dollar.

For all these nuances in accounting and demand, one thing is clear - the US is accumulating
foreign debt rapidly, and the global willingness to finance it is not unlimited.
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The dollar privilege and its limits

For decades, the US has benefited from what economists call an “exorbitant privilege” - a status
conferred by the dollar's dominance as the global reserve currency.

One manifestation of this privilege is that the US earns more on its foreign investments than it
pays to foreign holders of US assets. This income asymmetry has long allowed the country to run
deficits without immediate financial pressure.

But that privilege is rooted in trust. The post-COVID surge in the trade deficit, combined with the
ballooning net liability position, has started to raise red flags. If the US loses its ability to borrow
at low cost, the eventual adjustment could be severe, impacting markets, businesses, and
households alike.

Turning point?

Tariffs alone are unlikely to resolve the US trade imbalance. That's because the deficit isn’t just
about trade - it's about national savings, investment behavior, and the world’s hunger for US
assets.

Unless the US addresses its fiscal policies and rethinks its role in the global financial system, the
trade gap will remain. And the day may come when the US is no longer the world’s
overwhelmingly preferred destination for capital.

If global confidence falters, borrowing costs could rise sharply, forcing a painful reckoning with
America’s external imbalances. What happens next will hinge on the policy choices made today,

and whether the US can preserve the trust it has long taken for granted.
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GENIUS Act paves way to widespread tokenization in US capital markets

The recent high-profile launch of tokenized money market funds (MMFs) in the US,
following the passage of landmark legislation, marks a significant step in bringing
blockchain-based finance into the regulatory mainstream, shifting attention away from
crypto speculation and toward more institutional, low-risk use cases.

In a high-profile collaboration, BNY Mellon and Goldman Sachs have launched the first US-based
tokenized MMFs. This development comes on the heels of the Generating Equity and New
Interest for Unsung Small Businesses (GENIUS) Act, a landmark piece of legislation passed in July
that establishes the first US federal framework for stablecoins.

How does the Goldman and BNY Mellon collaboration advance tokenized MMFs?

Goldman Sachs has teamed up with BNY Mellon to pilot a tokenized money market fund (MMF), a
move that connects Goldman’s digital asset platform (GS DAP) with BNY’s custody infrastructure.
Building on earlier efforts - including GS DAP’s role in a 2022 European Investment Bank bond
issuance - this pilot allows tokenized fund shares to be used as collateral on a distributed ledger,
potentially streamlining margin calls and settlement.

While the scope is still limited, the collaboration shows how tokenization could improve
collateral mobility - an issue that matters both in traditional repo markets and in the evolving
ecosystem of permissioned blockchains.

The timing is notable. Institutional interest in tokenized funds has been rising, and by passing the
GENIUS Act the US Congress is facilitating exactly this kind of innovation.
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How does the GENIUS Act open the door to tokenization?

Tokenization of traditional financial assets isn't new - Franklin Templeton and BlackRock were
early movers with tokenized money market funds launched in 2023 and 2024, respectively. But
the GENIUS Act crucially provides regulatory legitimacy to this trend.

Though primarily aimed at improving small business financing, the bill clarifies the treatment of
tokenized funds and stablecoins, encouraging digital assets that align with traditional finance
and US policy goals. To this end, the bill places new restrictions on stablecoins - including a 100%
reserve backing requirement (with cash or short-dated treasuries), monthly disclosure
requirements, and, most significantly, a ban on interest-bearing stablecoins.

By incentivizing capital flows away from crypto-native tokens and toward regulated, tokenized
funds that can offer yield within a compliant framework, these limits on stablecoins aim to
bolster demand further for risk-free US assets while preserving the dollar's supremacy in global

finance.

What is tokenization & what are its benefits?

In simple terms, tokenization refers to the process of creating a digital representation of a real-
world, or traditional financial asset - in this case, money market fund shares - on a blockchain
ledger. This digital mirror enables more seamless tracking, settlement, and potential transfer of
ownership, without changing the underlying asset structure.

Key benefits when it comes to tokenizing traditional financial assets include enhanced liquidity
and more efficient utilization of collateral. In a conventional MMF, redemptions can take up to
two business days. Tokenized MMFs, however, enable instant settlement, which could eventually
support real-time treasury and collateral operations.

According to Goldman Sachs, the blockchain-based system could allow tokenized MMF shares to
be used more efficiently as collateral in financial transactions, without the need to liquidate the
underlying asset. Instead of selling MMF shares to raise cash for margin or lending purposes,
token holders may be able to transfer or pledge tokens directly in future collateral arrangements.
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Why does institutional appetite for blockchain-based funds keep growing?

These developments are likely to boost already fast-growing institutional demand for tokenized
money market funds (MMFs). Demand is coming not just from hedge funds, pension plans, and
other asset managers seeking secure, short-duration, yield-generating instruments that can
integrate with blockchain infrastructure, but also from custodians and other service providers
aiming to modernize settlement and collateral management.

More broadly, the move reflects a quiet shift in digital asset strategy - away from crypto’s
speculative excesses and toward tokenizing real-world financial assets (RWAs) in pursuit of
efficiency, transparency, and liquidity.

Conclusion - TradFi and crypto more intertwined than ever

The launch of tokenized MMFs marks another step in the slow but steady convergence of
blockchain infrastructure and traditional finance. Rather than displacing established institutions,
tokenization is being folded into them—quietly reshaping how liquidity, collateral, and financial
instruments move through the system.

As tokenized financial products gain traction, the boundary between crypto and conventional
markets continues to blur. This growing interdependence brings efficiencies—but also potential
risks. If blockchain-based assets become embedded in core financial operations, their
vulnerabilities could spill over into the broader system.

For now, however, the trend is clear - tokenization is moving beyond “proof-of-concept” to
becoming part of the operational backbone of mainstream finance.
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