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Analytic Brief

Trump's 2025 economic policies—including large-scale federal layoffs, deep cuts to social
programs, and tax benefits for corporations and the ultra-rich—will shift the financial burden
onto state and local governments, trigger economic contractions in key regions, and widen
the wealth gap. Housing markets will weaken in federal employment hubs, state and
municipal governments will be forced to raise taxes or cut services, and inflationary
pressures will worsen in essential sectors such as food and energy. The financial strain on
middle- and lower-income households will accelerate, driving social unrest and deepening
economic inequality.

Tens of thousands of federal employees are losing jobs across multiple agencies, including
the U.S. Forest Service, National Park Service, and Health and Human Services. Medicaid,
Medicare, and the Children's Health Insurance Program face an $880 billion reduction in
funding, forcing states to either absorb costs or cut coverage. Trump's $4.5 trillion tax cuts
overwhelmingly favor billionaires and corporations while shifting the tax burden onto
individuals making under $450,000 annually.

State and local governments, which depend on income, property, and sales taxes, will
experience revenue shortfalls due to declining federal wages, weakened property values,
and reduced consumer spending. These governments will have to increase taxes, cut
services, or both. Essential public services such as education, healthcare, emergency
response, and infrastructure maintenance will decline in quality, deepening financial
distress for millions of Americans.

The cascading effects of these policies will produce long-term economic instability. Federal
job losses will reduce spending, causing business closures and further layoffs in private-
sector industries that rely on federal employment hubs. Housing markets will contract as
mortgage defaults rise, especially in areas such as Washington, D.C., Virginia, Maryland,
New Mexico, and Alaska. State and local governments will be forced to raise taxes on middle-
and lower-income residents while cutting services such as public education, healthcare,
and emergency response.

The elimination of federal subsidies and workforce reductions in regulatory agencies will
cause inefficiencies in supply chains, increasing costs for groceries, fuel, and utilities.
Medicaid cuts will push more low-income individuals into emergency rooms, raising
healthcare costs for all insured Americans. Energy instability will become more pronounced
in states like Alaska and Puerto Rico, where reduced federal oversight and investment will
lead to power grid failures and price spikes.
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Municipalities with fragile tax bases will face rising debt, leading to budget crises and, in
extreme cases, potential defaults. Cities reliant on government employment will see
property values fall, reducing municipal revenue while increasing homelessness and rental
delinquencies. Wealth inequality will grow as corporate tax breaks widen the economic
divide, shifting wealth to the top 0.1% while destabilizing local economies.

Trump's administration isimplementing these cuts and tax shifts earlyin 2025to lock in long-
term fiscal changes that favor corporations and the wealthiest Americans. The strategy
ensures that economic consequences—including state and local budget crises—manifest
over time, making policy reversals politically and structurally difficult. By front-loading mass
layoffs and funding cuts, Trump is positioning his administration to claim credit for deficit
reduction while ensuring that states and municipalities bear the financial fallout.

Impact So Far
¢ Housing Markets

o Home values in federal employment hubs are declining as uncertainty about
job stability rises. Rental delinquencies are increasing, and property tax
collections are weakening in heavily affected regions.

e State and Local Budget Strains

o Governments in Virginia, Maryland, Alaska, and New Mexico are already
projecting revenue shortfalls. Some municipalities are preparing taxincreases
to offset federal funding losses.

e Healthcare Cost Surges

o Hospitals are reporting a rise in Medicaid inquiries as thousands lose
employer-sponsored health insurance. Health insurers are warning of
premium hikes as risk pools destabilize.

e Business Closures

o Small businesses in government-heavy cities and towns are seeing declining
sales, with local economies bracing for increased bankruptcies.

¢ Food and Energy Prices

o Agricultural and energy sectors are warning of cost increases due to weakened
federal oversight, logistical bottlenecks, and regulatory inefficiencies.
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Outlook

e Short-Term (3-6 months)

o State and municipal tax hikes will emerge as budget deficits become
unavoidable. Housing markets will see increased foreclosure activity and
small business closures will rise. Grocery and energy price inflation will hit
low-income households hardest, increasing economic strain.

¢ Medium-Term (6-12 months)

o The number of uninsured Americans will grow as Medicaid reductions take
effect, leading to overburdened hospitals and higher insurance costs for those
with coverage. State and local governments will struggle to maintain police,
fire, and emergency services. Some municipalities may begin considering
bankruptcy protections as fiscal conditions worsen.

e Long-Term (12+ months)

o Deepening economic inequality will create a two-tiered system where
corporate and high-net-worth individuals benefit from tax breaks while the
middle class bears increased costs. Housing and commercial real estate
markets in federal employment hubs will continue to weaken. Widespread
budget cuts will erode public education and infrastructure quality, creating a
long-term drag on economic mobility. Political and social unrest will intensify
as economic conditions deteriorate.

Strategic Foresight Analysis

Trump's fiscal policies are designed to permanently alter economic structures by
entrenching corporate tax advantages while reducing public investment in critical services.
These policies will create a prolonged period of financial instability for the middle and
working class, weakening state and municipal governments and increasing reliance on
regressive tax measures.

The greatest long-term risk is systemic instability at the local level. As states and
municipalities struggle with declining revenue and increased social service demands, the
likelihood of municipal bankruptcies, public sector strikes, and regional economic
stagnation will rise. Social unrest may escalate as financial pressures mount, with the
potential for increased political radicalization.

The widening wealth divide, declining public investment, and economic contraction in
government-heavy regions will create an environment where economic recovery will take
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years. The policies currently being implemented are setting the stage for a structurally
weaker economy that prioritizes short-term corporate gains at the expense of national
economic stability.

Alternative Analysis

Trump's 2025 fiscal policies could be part of a deliberate economic realignment designed to
permanently reduce federal control over economic governance, shift fiscal responsibility to
states, and push the private sector into a dominant role. If successful, this model would
decentralize financial decision-making, potentially leading to state-led innovation and
economic independence.

However, the speed and scale of these changes introduce significant risks, including:
¢ Increased fiscal instability at the state level.

¢ Rising regional inequality, with some states thriving while others face prolonged
economic decline.

¢ Weakened US global influence due to growing debt burdens and reduced financial
credibility.

In an optimistic scenario, private investment could fill the void left by government
withdrawal, generating new economic opportunities. However, historical trends suggest that
corporate beneficiaries of tax cuts are unlikely to reinvest at the scale necessary to offset
public spending reductions.

The most probable outcome is a fractured US economy, where wealthy states adapt while
poorer regions collapse into fiscal crises, rising social unrest, and structural economic
stagnation. At the global level, this transition may accelerate the US's decline as an
economic superpower, allowing China and other adversaries to expand financial and
geopolitical influence.

Introduction

The United States is undergoing a profound economic transformation driven by the Trump
administration's 2025 fiscal policies. The decision to cut tens of thousands of federal jobs,
reduce social spending, and shift financial responsibility to states marks a deliberate
attempt to restructure the economy. While these policies are framed as a strategy to reduce
government expenditures and stimulate private sector growth, the immediate
consequences are destabilizing state and local budgets, widening economic inequality, and
increasing financial strain on middle- and lower-income households.
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As federal oversight weakens, inflationary pressures in food, energy, and healthcare are
rising, while housing markets in government-dependent regions are contracting. State and
local governments, facing revenue shortfalls from reduced income and property tax
collections, are raising taxes and cutting essential services. This shift is creating a more
fragmented economic landscape, where wealthier states may adapt while weaker states
struggle with prolonged fiscal crises. Municipalities reliant on federal funding are already
warning of budget shortfalls that could force service reductions, higher local taxes, and, in
extreme cases, municipal bankruptcies.

Internationally, the weakening of US economic stability is emboldening adversaries. Rising
deficits, reduced public investment, and widening social unrest are undermining global
confidence in the US financial system. China and Russia are leveraging this moment to
expand economic influence by offering alternative financial models and increasing efforts to
challenge the dollar's dominance in global markets. The long-term consequences of these
policies will determine whether the United States remains the world's economic leader or
experiences a steady decline in global financial power.

The intelligence brief examines the cascading effects of Trump's fiscal policies, the burden
shifts impacting state and local governments, the increasing financial strain on working
Americans, and the broader geopolitical consequences. It presents an alternative analysis
that considers the administration's possible objectives and explores whether the
restructuring of federal economic influence will lead to a more sustainable financial model
or trigger long-term instability. The findings suggest that while these policies may achieve the
goal of permanently reducing federal spending, they are likely to increase domestic
economic fractures, weaken global US financial leadership, and create new vulnerabilities
that adversaries will exploit.

Analysis

The large-scale layoffs of government employees under Trump's 2025 policies will have
severe and far-reaching consequences for housing, taxes, insurance, and inflation. Cutting
tens of thousands of jobs from federal agencies—including the U.S. Forest Service, National
Park Service, and Health and Human Services—will reduce consumer spending, increase
demand for public assistance, and destabilize key sectors of the economy.

Housing Market Crisis

Mass layoffs will push many middle-class and lower-income workers into financial distress,
leading to higher foreclosure rates and rental delinquencies. With thousands of former
federal employees suddenly unable to pay their mortgages or rent, expect a rise in evictions
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and home repossessions. The housing market could see a dip in home prices in areas with
high concentrations of federal workers, such as Washington, D.C., Virginia, and Maryland. In
turn, property values in these regions will decline, causing ripple effects in local economies
that rely on property taxes for public services.

Landlords who depend on stable rent payments from government workers will be forced to
either evict tenants or absorb losses. Increased vacancies and mortgage defaults will push
some into bankruptcy. Additionally, those who qualify for assistance may find that housing
programs, already facing cuts, are unable to support them.

Tax Burden Shift

Trump's economic plan is explicitly designed to benefit the wealthiest Americans while
increasing the tax burden on the middle and lower classes. His proposed $4.5 trillion in tax
cuts over ten years will overwhelmingly favor billionaires and corporations, while most
households making under $450,000 will see an increase in taxes. This policy will drain
federal revenue, necessitating higher state and local taxes to compensate for lost funding.

Government job losses will lead to lower tax revenue from income taxes worsening state and
local budget deficits. Many cities will likely raise sales taxes, property taxes, and fees to
make up for the shortfall. Meanwhile, corporate tax breaks will continue to allow the largest
companies to pay significantly less, further shifting the burden onto average taxpayers.

Health Insurance Catastrophe

With 4,400 layoffs in the National Park Service and tens of thousands more across federal
agencies, thousands will lose employer-sponsored health insurance. Many of these workers
will be forced onto the individual market, where premiums have already been rising due to
policy instability. Trump's proposed $880 billion cut to Medicaid, Medicare, and the
Children's Health Insurance Program will make it even harder for low-income and
unemployed individuals to access coverage.

A surge in uninsured individuals will increase the strain on hospitals, leading to rising
healthcare costs for everyone. Emergency rooms will become the default care option for
those without coverage, passing the costs onto insured Americans through higher
premiums.

Inflationary Pressures and Economic Instability

Mass layoffs will have a deflationary effect in some sectors while creating inflationary
pressure in others. The reduction in wages and consumer spending will depress demand for
goods and services, potentially slowing overall economic growth. However, as federal
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workers lose jobs and benefits, demand for unemployment assistance, food aid, and
Medicaid will increase. At the same time, proposed federal spending cuts will shrink these
safety net programs, meaning more economic distress for the lower and middle classes.

With fewer federal employees earning steady paychecks, demand for housing, cars, and
discretionary goods will fall, possibly slowing inflation in some consumer markets. However,
rising healthcare costs, increased tax burdens on working Americans, and growing demand
for social services could drive inflationary pressures elsewhere.

A Wealth Transfer Masquerading as Economic Policy

Trump's 2025 economic policies are engineered to serve the wealthiest Americans while
shifting the economic burden onto the middle and lower classes. The government layoffs,
combined with tax hikes on most Americans, cuts to public services, and skyrocketing
healthcare costs, will create a scenario where working-class Americans pay more and
receive less.

The most glaring impact will be a significant wealth transfer from federal employees and
middle-class taxpayers to corporations and billionaires. While the ultra-wealthy enjoy
massive tax breaks, the average American will face rising insurance premiums, higher taxes,
and increasing financial instability. Meanwhile, public services will be underfunded, leading
to deteriorating infrastructure, reduced public safety, and an overall lower quality of life.

Trump's economic model ensures that only the wealthiest benefit while the broader
population bears the cost of a crumbling safety net and shrinking government workforce. The
result will be a weaker economy, reduced consumer confidence, and a growing divide
between the rich and everyone else.

Nationwide Economic Breakdown from Layoffs

The sudden removal of tens of thousands of federal jobs from the workforce will hit regions
reliant on government employment the hardest. Many federal employees live in states with
significant federal land ownership, such as Alaska, where agencies like the U.S. Forest
Service and National Park Service play critical roles in employment. Puerto Rico, which
already struggles with high unemployment and economic instability, will face even greater
financial hardship as federal job losses push more residents below the poverty line.

Areas dependent on federal employment will suffer from rising mortgage defaults, reduced
consumer spending, and shrinking local tax bases, causing an economic contraction in
states and territories reliant on federal wages, leading to further business closures and
compounding job losses in the private sector.
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Inflationary Effects

Contrary to claims that reducing government spending will lower inflation, mass layoffs will
create a mix of deflationary and inflationary pressures. Consumer spending will drop in areas
hardest hit by layoffs, leading to lower demand for goods and services. However, disruptions
in essential sectors, such as energy and food supply chains, will drive inflation in critical
areas.

Federal agencies manage logistics, disaster relief, and infrastructure development.
Workforce reductions will slow projects such as road repairs, port management, and energy
production oversight. These disruptions will increase operational costs for businesses,
leading to price hikes in essential sectors.

Grocery Prices and Food Inflation

Cuts to agencies such as the US Department of Agriculture will reduce oversight of food
supply chains, farm subsidies, and food safety programs, leading to inefficiencies and
increasing costs for farmers and producers. As fuel and transportation costs rise due to
labor shortages and logistical delays, those costs will pass to consumers.

The most affected products will be perishable goods requiring refrigeration and timely
transportation, such as meat, dairy, and fresh produce. Supply chain bottlenecks will
increase spoilage and waste, reducing available stock and driving prices higher.

Food assistance programs, already facing proposed budget cuts, will struggle to meet
demand as grocery prices rise. With more individuals unable to afford food, hunger and
malnutrition will become more widespread, particularly in lower-income communities.

Energy Price Instability

Energy prices will fluctuate unpredictably due to workforce reductions in regulatory
agencies overseeing drilling, transportation, and power distribution. With fewer federal
employees monitoring oil pipelines, power grids, and refineries, maintenance and efficiency
will suffer, increasing the risk of disruptions, leading to supply shortages and price volatility.

Alaska, which depends heavily on oil production, will see economic instability as job losses
in federal agencies overseeing the energy sector reduce efficiency in resource extraction. In
Puerto Rico, where the power grid is already fragile, fewer federal resources will mean slower
response times to outages and increased costs for residents.
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State and Local Government Burden Shifts Under Trump's 2025 Fiscal
Policies

Trump's 2025 economic policies—massive federal job cuts, social service reductions, tax
restructuring, and corporate benefits—will place an unsustainable burden on state and
local governments. With federal support declining, these governments will be forced to raise
taxes, reduce public services, and navigate growing financial instability. The consequences
will vary based on each state's economic structure, tax policy, and reliance on federal
funding, but the cumulative effect will push many states toward severe budget crises.

Revenue Shortfalls and Tax Increases

State and local governments depend on income, property, and sales taxes to fund public
services. The removal of tens of thousands of federal jobs will lower income tax collections
in regions with high concentrations of government workers. Simultaneously, property tax
revenues will decline as housing markets weaken in areas reliant on federal wages.

¢ High Federal Employment States

o Washington, D.C., Virginia, Maryland, Alaska, and New Mexico will experience
sharp declines in income tax revenue. These states rely heavily on federal
workers' salaries to sustain tax bases. Job cuts will lead to revenue gaps,
forcing state governments to either raise taxes or cut services.

¢ Sales Tax Dependent States

o Florida, Texas, Tennessee, and Nevada, which rely on sales taxes instead of
income taxes, will see reduced consumer spending as laid-off workers and
households facing higher taxes cut back on purchases. Lower sales tax
collections will weaken state budgets, forcing service reductions.

o Property Tax Dependent States

o States like New Jersey, lIllinois, and New York, which generate significant
revenue from property taxes, will see tax bases shrink as mortgage
delinquencies and declining home values reduce tax collections. Local
governments will need to either raise property tax rates or scale back
municipal services.

With federal revenue support declining, states will be forced to make up the difference
through tax hikes on middle- and lower-income residents. Corporate tax incentives
embedded in Trump's plan will ensure that businesses continue paying minimal taxes,
shifting the financial burden to individuals.
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Public Service Cuts and Infrastructure Decay

State and local governments will have to offset declining revenue through service
reductions. The largest cuts will target public education, healthcare, emergency services,
and infrastructure maintenance.

e Education Cuts

o With federal funding for education declining, school districts will face teacher
layoffs, larger class sizes, and reduced extracurricular programs. Low-income
school districts, which rely most on federal support, will be hit hardest. Expect
rising student-to-teacher ratios, reduced school meal programs, and
increased disparities between wealthy and underfunded schools.

e Healthcare Services Erosion

o Medicaid faces an $880 billion cut, forcing states to either absorb costs or
remove enrollees. Republican-led states that previously rejected Medicaid
expansion will have little incentive to maintain coverage, leading to a surge in
uninsured residents. Emergency rooms will become primary care providers for
those unable to afford insurance, overwhelming hospital systems.

e Police and Emergency Services Strain

o Budget constraints will force police, fire departments, and emergency
medical services to scale back operations. Rural areas will see longer
emergency response times, and cities will struggle to maintain crime
prevention programs.

¢ Infrastructure Breakdown

o States dependent on federal highway and transit funding will face project
cancellations, deferred maintenance, and worsening road and bridge
conditions. Energy infrastructure will become less reliable as state regulatory
bodies, already underfunded, lose further support from federal agencies.

Regional Economic Collapses and Business Closures

The removal of government jobs will trigger cascading economic disruptions at the local
level. Entire communities, particularly in smaller cities and towns with large government
offices, will experience business closures and declining commercial tax revenues.

¢ Washington, D.C., Virginia, and Maryland
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o

The economic base of these regions depends on federal employment. As
thousands lose jobs, demand for housing, dining, and retail will shrink.
Businesses catering to government workers, from office supply stores to local
restaurants, will face sharp revenue declines.

e Alaska and Puerto Rico

o

These areas have fragile economies heavily reliant on federal employment and
investment. Job losses will exacerbate existing economic instability,
increasing migration out of these regions and worsening local government
financial crises.

¢ Military-Dependent States

o

States like California, Texas, and North Carolina, which host large military
installations, could see economic shocks if federal job cuts extend to civilian
positions at military bases. Local economies will weaken, and state budgets
will need to account for lost revenue.

Housing Market Stress and Municipal Defaults

¢ Rising Foreclosures and Declining Property Values

o

As government workers lose jobs, foreclosures will rise in areas dependent on
federal employment. The housing markets in Virginia, Maryland, New Mexico,
and other states with large numbers of federal workers will contract, reducing
property tax collections.

e Bankruptcies and Municipal Defaults

o

Smaller cities and counties with weak economic diversity will face fiscal
emergencies. Some municipalities may be forced into bankruptcy, as
happened in Detroit in 2013. Local governments will attempt to cut spending
by eliminating services, selling public assets, or raising fees, creating a more
expensive and less functional living environment.

e Commercial Real Estate Collapse

O

Federal building closures and reduced worker presence will weaken office
space demand. Downtown areas in government-dependent cities will see
increased vacancies, reducing property values and weakening commercial
tax collections.
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Social Unrest and Rising Political Tensions

With state and local governments unable to provide basic services, dissatisfaction will rise.
Communities losing public safety funding will experience increased crime. Education cuts
will deepen economic inequality, and healthcare system strain will worsen public health
outcomes. These conditions will fuel protests, strikes, and growing political instability,
particularly in states most affected by layoffs and federal cuts.

A Fiscal Disaster for States and Localities

Trump's 2025 economic policies ensure that state and local governments will bear the costs
of federal downsizing. While billionaires and corporations enjoy long-term tax breaks, states
will scramble to close budget gaps, leading to tax increases, service reductions, and
economic contractions in federal employment hubs.

The most likely response from state governments will be a combination of tax hikes and
service reductions, disproportionately affecting working-class Americans. Republican-led
states will attempt to minimize revenue shortfalls by slashing budgets, while Democratic-
led states will raise taxes on residents who are already facing increased costs due to federal
tax policy shifts.

The next 12-24 months will see state and local governments struggling to manage the fallout
from declining federal support. Some states will face prolonged recessions, with local
governments on the verge of financial collapse. Long-term consequences will include
deepened socioeconomic inequality, urban decline, and the rise of politically charged fiscal
battles between state governments and Washington.

Global Weakening of the United States

Trump's economic policies will weaken the United States not just domestically but also
geopolitically by eroding its economic credibility, diminishing its influence over global
markets, and emboldening adversaries who benefit from US instability.

1. Loss of Economic Leadership and Global Market Influence

Arising deficit, combined with weak economic growth, will diminish US financial credibility
in global markets. Investors and foreign governments rely on the stability of the US dollar and
Treasury bonds. If debt levels increase too rapidly, international confidence in US financial
stability will decline, leading to:

¢ Higher borrowing costs for the US government.

e A weaker dollar reduces global purchasing power and makes imports more
expensive.
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¢ Reduced influence over global financial institutions, allowing rivals like China to push
alternatives to U.S.-led financial systems.

As the US weakens its internal economic position, institutions like the International
Monetary Fund (IMF) and World Bank will be less likely to defer to American economic
leadership. Instead, China's Belt and Road Initiative and other economic alliances will gain
influence, reshaping global trade dynamics away from US interests.

2. Strengthening of China, Russia, and US Adversaries
China, Russia, and other geopolitical rivals will exploit US economic instability to:

e Expand influence in key regions by offering economic alternatives to US aid and
investment.

¢ Push de-dollarization efforts, encouraging countries to shift away from using the US
dollar in trade and reserve holdings.

e Increase military assertiveness as the US becomes more financially constrained and
politically distracted by domestic crises.

Russia, for example, will benefit from higher energy prices caused by weaker US regulatory
oversight, increasing its revenue from oil and gas exports. China will continue expanding its
economic influence in Asia, Africa, and Latin America by offering infrastructure and trade
agreements without the financial instability that now plagues US policies.

3. Declining US Military and Diplomatic Power

A weaker economy means less funding for defense and diplomacy. The US will face growing
pressure to cut military spending to offset budget deficits, leading to:

¢ Reduced ability to project power globally, allowing adversaries to expand territorial
claims.

e Ashrinking diplomatic presence, limiting US influence in strategic regions.

¢ Increased military reliance on privatized defense contractors, weakening long-term
military readiness.

If budget constraints force defense reductions, China's naval expansion in the South China
Sea and Russia's increased assertiveness in Eastern Europe will go largely unchecked. Allies
who depend on US security commitments, such as NATO members and Indo-Pacific
partners, will begin hedging their bets, seeking security guarantees from other powers.

4. Social Instability and Reduced Soft Power

Copyright 2025 Treadstone 71 WWW.TREADSTONE71.COM

Page1 6



THeadstone—7 ’r@

Economic decline at home will damage America's global image as a stable democracy.
Political unrest, widening income inequality, and weakening public institutions will be used
by US adversaries as propaganda to undermine American credibility. China and Russia will
highlight domestic turmoil as proof that Western liberal democracy is failing, using this
narrative to bolster their authoritarian models.

Weakened soft power will also erode US influence in cultural and technological sectors.
Countries that once saw the US as the leader in innovation and global governance will
gravitate toward alternative economic and political models, further reducing American
leverage in international affairs.

Trump's fiscal policies will accelerate US debt growth, weakening economic resilience and
pushing state and local governments toward financial crisis. The tax plan's benefits for the
ultra-rich will not generate sustainable economic growth but rather shift the economic
burden downward, destabilizing housing markets, increasing inflation in essential goods,
and widening economic inequality.

Globally, these policies will undermine US economic leadership, embolden geopolitical
adversaries, and weaken American influence over financial institutions and global trade. As
military and diplomatic power erodes due to budget constraints, adversaries like China and
Russia will expand their spheres of influence at the direct expense of US strategic interests.

Ifthese policies remainin place, the next global recession or crisis will hitthe US harder than
previous downturns, with fewer resources available to stabilize the economy. The United
States will emerge from the next decade with weaker economic power, diminished global
standing, and reduced ability to shape international affairs—all while billionaires and
corporations enjoy unprecedented wealth accumulation at the expense of national stability.

Deficit Impact of Trump's 2025 Fiscal Policies

Trump's fiscal strategy—deep tax cuts for corporations and high-income earners combined
with mass layoffs, reduced federal spending, and social program reductions—will not
reduce the deficit in any meaningful way. Instead, it will accelerate federal debt growth due
to structural imbalances between revenue losses and economic contractions that reduce
tax intake.

Short-Term Deficit Increase (2025-2027)

Trump's $4.5 trillion in tax cuts over ten years will significantly lower federal revenue.
Corporate tax rates will remain at historic lows, allowing large businesses to shelter profits
while middle- and lower-income taxpayers absorb a greater share of the tax burden.
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The mass layoffs of federal employees will create a temporary reduction in government
payroll costs, but this will be offset by:

1. Reduced income tax revenue from unemployed workers.

2. Higher social assistance demand as displaced workers file for unemployment
benefits, Medicaid, and food assistance.

3. Lower consumer spending leads to reduced sales tax collection at the state and local
levels.

Despite claims that deep spending cuts will improve fiscal health, historical patterns
indicate that tax cuts for the wealthy do not generate enough economic growth to offset
revenue losses. The immediate effect will be a wider budget shortfall, forcing the Treasury to
borrow more to cover existing obligations.

Medium-Term Debt Expansion (2027-2030)

By 2027, the compounding effects of reduced consumer demand, shrinking state and local
tax bases, and rising social instability will further slow economic growth, limiting any
potential revenue recovery. As more Americans face higher healthcare costs, increased
housing instability, and rising energy prices, overall economic activity will weaken.

At the same time, corporate tax breaks will not translate into increased investment in the US
economy. Companies that benefit from tax windfalls usually engage in stock buybacks and
executive compensation increases rather than wage growth or expansion, leading to federal
revenue shortfalls that will continue as tax avoidance strategies allow corporations to shield
profits from taxation.

Deficits will also expand due to the following:

1. Rising interest payments on existing debt. With increasing Treasury borrowing, the
cost of servicing US debt will rise, consuming a greater share of federal spending.

2. Greater demand for emergency stimulus. As the economy struggles, pressure will
mount for temporary economic interventions, further widening the deficit.

3. State and local bailouts. Municipal bankruptcies and collapsing state budgets may
require federal intervention, adding to national debt obligations.
Long-Term Deficit Consequences (2030+)

The US debt-to-GDP ratio will continue climbing, increasing the risk of credit downgrades
from rating agencies. If federal debt reaches an unsustainable level, borrowing costs will
spike, making it harder for the government to finance essential programs.
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By prioritizing corporate tax cuts over economic stability, the federal government will be
forced into a cycle of higher borrowing and weaker fiscal resilience, making future recessions
harder to navigate. The next financial crisis or global shock will hit the US economy harder
due to diminished government capacity to respond effectively.

Economic Impact of a Likely Cessation of US Military Replenishment
Spending Under Trump

If Trump significantly reduces or halts military aid to Ukraine, the US defense industry will
experience a contraction in government-funded procurement, particularly in the production
lines dedicated to replenishing older weapons stockpiles. The previous flow of funds into
defense contractors stabilized jobs, sustained manufacturing plants, and provided cash
flow for research and development. Without this funding, the defense sector will see lower
order volumes, reduced factory output, and possible layoffs in regions heavily dependent on
military production.

The most immediate impact will be felt in states with high concentrations of defense
manufacturing, such as Virginia, Texas, Arizona, and Pennsylvania. Companies that
benefited from restocking contracts will face revenue shortfalls, forcing some to downsize.
The ripple effect will extend to subcontractors and suppliers that manufacture components,
electronics, and materials for military systems. Unlike consumer-driven industries that can
shift production based on demand fluctuations, defense manufacturers rely on government
contracts, leaving them vulnerable to policy shifts.

Beyond job losses in defense-heavy regions, a halt in replenishment spending will diminish
capitalinvestment in next-generation weapons development, slowing innovation in military
technology. Research and development funding tied to these contracts contributes to
advances in aerospace, artificial intelligence, and materials science, sectors that influence
broader technological progress. A reduction in funding will curb the speed of military-
industrial innovation, affecting long-term defense capabilities and weakening competitive
advantages against adversaries investing heavily in their military expansion.

The broader economy will feel the effects through reduced federal spending in
manufacturing-heavy sectors. Unlike cuts to social programs, which directly impact
household incomes, this type of budget reduction hits high-wage industrial jobs and
engineering positions that contribute significantly to local tax bases. With defense
procurement slowing, cities and states that rely on military funding will experience lower tax
revenue, weaker consumer spending, and declining local business activity.

While Trump's expected defense spending cuts will be framed as fiscal conservatism, they
will not reduce federal expenditures in a way that offsets other deficit-driving policies, such
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as tax cuts for corporations and high-income earners. The defense sector will contract, but
the savings will not be redirected toward economic growth initiatives or domestic
infrastructure investment. Instead, the withdrawal of these funds from circulation will
exacerbate regional economic downturns, increasing unemployment and reducing
manufacturing activity without a corresponding economic stimulus to counterbalance the
loss.

If defense manufacturers seek alternative markets, they will likely push for greater foreign
arms sales, shifting production toward international buyers rather than sustaining domestic
procurement lines. However, this transition will take time and will not fully replace lost
government contracts. As aresult, Trump's cessation of military replenishment spending will
cause localized economic contractions, weaken industrial job stability, and create further
financial pressure on state and local governments already struggling with declining tax
revenues from federal downsizing.

Below is a representative process flow diagram of the above content.

Comprehensive Process Flow Diagram
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Wrap Up

Trump's 2025 fiscal policies are accelerating an economic transformation that is reshaping domestic stability and global
financial influence. Federal layoffs, social program reductions, corporate tax cuts, and the forced decentralization of economic
responsibility to states are weakening public sector investment while increasing financial burdens on working- and middle-class
Americans. State and local governments are absorbing the impact of declining tax revenues, rising public service costs, and
widening budget shortfalls, forcing them to raise taxes or reduce essential services.

The contraction in federal employment hubs is deepening housing market instability, increasing unemployment, and pushing
local economies toward prolonged financial distress. Supply chain disruptions caused by the reduction of regulatory agencies
are driving inflation in essential goods such as food and energy, further straining household purchasing power. The expected
cessation of military replenishment spending under Trump will remove a major financial pipeline for the defense sector,
triggering job losses in manufacturing regions and reducing capitalinvestment in military innovation. Without these government
contracts, defense-heavy economies will contract, exacerbating localized economic downturns.

The long-term effects of these policies extend beyond domestic consequences. As the US debt burden rises and economic
instability deepens, global confidence in American financial leadership will erode. Foreign investors will look to alternative
markets, and adversarial powers such as China and Russia will seize the opportunity to expand economic influence, pushing
forward financial systems that challenge US dominance. The economic and geopolitical shifts set in motion by these policies
will determine whether the United States retains its global financial standing or faces a long-term decline ininfluence, economic
competitiveness, and domestic stability.
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Brookings Institution. (2025, 5 February) A 1 Completely reliable Confirmed by independent sources
National Association of Realtors. (2025, 4 February) B 2 Usually reliable Probably true
US Department of Housing and Urban Development. (2025, 3 February) A 1 Completely reliable Confirmed by independent sources
National Low Income Housing Coalition. (2025, 2 February) B 2 Usually reliable Probably true
Federal Reserve Bank of St. Louis. (2025, 1 February) A 1 Completely reliable Confirmed by independent sources
US Bureau of Labor Statistics. (2025, 31 January) A 1 Completely reliable Confirmed by independent sources
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Economic Issue Probability Scoring

Economic Issue

Mass federal layoffs leading to economic contraction

Rising state and local taxes to compensate for federal cuts

Cuts to Medicaid, Medicare, and CHIP increasing uninsured rates

Reduced military replenishment spending weakening defense industry

Increased economic inequality due to wealth transfers

State-level economic divergence with wealthier states stabilizing while others decline

Declining public services and infrastructure due to budget shortfalls

Likelihood

Housing market instability in federal employment hubs Likely
Increased inflation in food and energy sectors due to regulatory cuts Likely
Business closures in government-dependent regions Likely
Weakened global confidence in U.S. economy Likely
Political and social unrest due to economic strain Likely
Slower GDP growth due to decreased government spending Likely
Higher borrowing costs and worsening national deficit Likely
Municipal bankruptcies in economically vulnerable states Possible
Erosion of U.S. economic dominance in global markets Possible
Increased foreign influence in global trade and financial systems Possible
Reduction in U.S. dollar dominance in global trade Possible

Likely
Possible

60-80%
40-60%
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