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Comments on Trump Election – 9 November 2016 
 

Market reaction 

Asian markets responded first to likely Trump victory 

As the probability of a Trump victory rose sharply at 10pm ET last night, markets in Asia experienced volatility 
with a flight to safety observed through sharp (2.5%) appreciation in the yen, moderate US dollar weakness, and 
more notable weakness in high beta emerging market (EM) currencies (South Korean won, South African rand, 
Turkish lira) as well as EM Asian equity markets. The Japanese market fell 5% with weakness across industrials 
and financials. The futures market also priced in a sharp 5% reversal in US equity markets triggering a market stop. 
The Mexican peso predictably traded sharply lower (-10%). 

Europe opened with a more sanguine tone 

By the time European markets opened, the market response looked much more muted outside of the Japanese market 
and the peso, with Europe down only 1% in morning trading, led by the periphery markets of Spain and Italy and 
relative strength in the UK. The Russian market reacted favorably to the election result. 

Equity markets moved into positive territory during US morning session 

Now winding forward to today’s close, markets have bounced strongly. The Dow is up 1.4% on the day and Europe 
is up 1.1% with French and German markets up around 1.5% in local terms. The ACWI ETF is in marginal positive 
territory for the day (+0.31%). The EM ETF is down over 3%, reflecting early-day Asian weakness and the 
significant peso decline.  

US interest rates and US dollar up 

In bond markets, early moves in bond yields were modest at both the short (2Y) end and longer (10Y) end, but as 
the day has progressed, 10Y treasury yields have risen some 20 basis points to 2.07%. European yields have 
remained steady.  

The US dollar is now stronger on the day against the majority of major currencies with the exception of the pound 
sterling. The peso is down 8%, and other high beta EM currencies are down 2%.  

From a global sector perspective, the Trump victory has led to a strong rally in health care stocks, at least those with 
notable US businesses, and in US financial stocks as bond yields and therefore lending rates rise and regulatory 
headwinds potentially ease. Financial stocks with Mexican and Latin American exposure (notably BBVA) were 
much weaker, however, for obvious reasons. 

Possible Implications – General 

Our immediate thoughts are as follows: 

 The record of the last 50 years highlights the inability of US presidents to have a significant impact on the 
domestic economy. But that record may be tempered by how infrequently the president and both houses of 
Congress have all been nominally from the same political party. 

 Conversely, due to explicitly enumerated constitutional powers, US presidents have had a significant impact 
on foreign policy, including waging war. Global geopolitical risks have thus risen. 

 There are significant checks and balances on extreme policy actions—an authoritarian president, even with 
a Republican Congress, will face a conservative Supreme Court, which has consistently attempted to check 
the rise in Executive Power (albeit mostly unsuccessfully) . 

 Assumptions about what Trump’s actual policies will be are likely to be mistaken. Trump has repeatedly 
contradicted himself or changed his position on a host of issues. It is unclear even who his ultimate policy 
advisers will be: until his election victory, many mainstream Republicans were wary of associating 
themselves with him; not so now. 



 While assumptions about his economic policy may be wrong, consensus has coalesced around several main 
campaign themes: 

o Anti-immigration 
o Anti-trade (a trend in place already globally) 
o Pro-fiscal stimulus 
o Lower taxes 

 One constant over Trump’s business career has been his cavalier attitude toward contracts in general, and 
debt obligations in particular.  

If consensus assumptions are correct, beneficiaries of trade and globalization stand to lose, including those 
companies who benefit from communications and technology to incorporate cheap labor in their supply chains to 
produce at lower costs. Trade with Mexico and Canada (participants in NAFTA) and with China (potentially subject 
to new tariffs) seems likely to suffer.  

The perceived creditworthiness of the US government has declined at a stroke, given the alliance of Trump’s ready 
willingness to endure default as a negotiating tactic with Congressional Republicans, who have merely threatened 
to do so. Additionally, Trump has hinted at reducing the independence of the US Federal Reserve. Combining those 
attitudes with his apparent twin aims of increasing fiscal spending while cutting taxes implies that the cost of 
borrowing for the US Treasury will rise, and bond prices will fall. 

There is no consensus, however, about whether growth prospects for the US or the global economy are harmed in 
either the short or the long run. In the short run, US rural and working-class consumers, on one hand, may be more 
optimistic and therefore actually increase their spending, but, on the other, consumer spending and durable goods 
orders are dominated not by these groups but by the optimism and spending of the more affluent and of corporate 
managers, neither of which groups were enthusiastic Trump supporters. Policy uncertainty will not help investment 
spending in the short run. Longer term, the risks to trade flows and to geopolitical stability could offset any 
infrastructure investments triggered by fiscal policy changes. 

Possible Implications – Sector and Region Specific 

A number of industry-specific assumptions are already being priced by the market: 

 The knee-jerk reaction to the election of Trump from the Health Care sector is one of relief, as the specter 
of Clintonian cost controls, congressional investigations, and aggressive government price negotiations on 
drug treatments has lessened. 

 US banks are higher on the notion that the absence of the Elizabeth Warren/Bernie Sanders influence on 
bank regulation, combined with the occasional Trump comment that “We have to get rid of Dodd Frank” 
means that the trend to tighter bank regulation, including potentially the breakup of the biggest banks, will 
reverse. 

 Infrastructure-related stocks are stronger, as presumed beneficiaries of US fiscal stimulus. 

 Energy stocks are higher on expectation of lighter carbon and other environmental regulation. 

 Most emerging markets are down, while the US market is up, and Europe has rallied from the lows. They 
would be hurt by any moves to substitute US domestic production for imports. EM banks are broadly lower, 
with Mexican banks the worst hit, mostly due to the decline in the peso. 

 Russian stocks are higher, on expectations of better foreign relations between Trump and Putin. 

Those reactions are the result of instantaneous discounting of facile assumptions. Longer-term insights are nearly 
impossible due to the high degree of unpredictability of future policy directions. We will be reviewing the 
assumptions underlying each of our global investments, since we have traditionally favored the beneficiaries of 
globalization, even if the high share prices of some have sent us in search of alternatives in recent quarters. But a 
key element of our fundamental research process is to evaluate and prize good foresight and change management 
at our companies. Since foresight seems impossible at the moment, it is change management—the ability of 
company managers to adapt to changing circumstances—that has become even more valuable. 


